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Washington, D.C. 20549

FORM 10-K

[X]

Commission
File Number

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2009
OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to
Exact name of registrants as specified in theirtens,

state of incorporation, address of principal exiseut I.R.S. Employer
offices, and telephone numt Identification Numbe

1-15929

1-3382

1-3274

Title of each clas

*\:* Progress Energy

Progress Energy, Inc. 56-2155481
410 South Wilmington Street

Raleigh, North Carolina 27601-1748
Telephone: (919) 546-6111
State of Incorporation: North Carolii

Carolina Power & Light Company 56-0165465
d/b/a Progress Energy Carolinas, Inc.
410 South Wilmington Street
Raleigh, North Carolina 27601-1748
Telephone: (919) 546-6111
State of Incorporation: North Carolil

Florida Power Corporation 59-0247770
d/b/a Progress Energy Florida, Inc.
299 First Avenue North
St. Petersburg, Florida 33701
Telephone: (727) 820-5151
State of Incorporation: Floric

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OHE ACT:
Name of each exchange on which

registered
Progress Energy, Inc
Common Stock (Without Par Valu New York Stock Exchang
Carolina Power & Light Compan' None
Florida Power Corporatiot None

Progress Energy, Inc

SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OHE ACT:
None

Carolina Power & Light Compan' $5 Preferred Stock, No Par Val

Serial Preferred Stock, No Par Va

Florida Power Corporatiot None
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Indicate by check mark whether each registrantviglicknown seasoned issuer, as defined in Rulecf@Be Act.

Progress Energy, Inc. (Progress Ene Yes X) No ()
Carolina Power & Light Company (PE! Yes () No X)
Florida Power Corporation (PE Yes () No X)

Indicate by check mark whether each registranbigequired to file reports pursuant to Sectiorol$ection 15(d) of the Act.

Progress Energ Yes () No X)
PEC Yes () No xX)
PEF Yes X) No ()

Indicate by check mark whether each registranhéb) filed all reports required to be filed by Sewtl3 or 15(d) of the Securities Exchange A
1934 during the preceding 12 months (or for sudrtsh period that the registrant was required l® duch reports), and (2) has been subject to
filing requirements for the past 90 days.

Progress Energ Yes X) No ()
PEC Yes X) No ()
PEF Yes () No (X)

Indicate by check mark whether each registrantdudmsnitted electronically and posted to its corpofateb site, if any, every Interactive Data
required to be submitted and posted pursuant t@ ROb of Regulation $-during the preceding 12 months (or for such shoperiod that tr
registrants were required to submit and post sies) f

Progress Energ Yes X) No ()
PEC Yes () No ()
PEF Yes () No ()

Indicate by check mark if disclosure of delinquiietrs pursuant to Item 405 of RegulatiorkSs not contained herein, and will not be contdirte the
best of each registrant’s knowledge, in definitp@xy or information statements incorporated byerefice in PART Il of this Form 1R-or any
amendment to this Form 10-K.

Progress Energ X)
PEC (X)
PEF X)

Indicate by check mark whether each registrantlésge accelerated filer, an accelerated filerpa-@iccelerated filer, or a smaller reporting comp
See definitions of “large accelerated filer,” “atarated filer” and “smaller reporting company” iule 12b-2 of the Exchange Act:

Progress Energ Large accelerated file xX) Accelerated filel ()
Non-accelerated file () Smaller reporting compar ()
PEC Large accelerated file () Accelerated filel ()
Non-accelerated file X) Smaller reporting compar ()
PEF Large accelerated file () Accelerated filel ()
Non-accelerated file xX) Smaller reporting compar ()

Indicate by check mark whether each registrantsisedl company (as defined in Rule 12b-2 of the) Act

Progress Energ Yes () No X)
PEC Yes () No X)
PEF Yes () No X)

As of June 30, 2009, the aggregate market valu¢hefvoting and nonvoting common equity of Progr&seergy held by nonaffiliates w
$10,535,128,179. As of June 30, 2009, the aggregatket value of the common equity of PEC held bgpaffiliates was $0. All of the common st
of PEC is owned by Progress Energy. As of Jun@B09, the aggregate market value of the commortyeqUPEF held by nonaffiliates was $0. All
the common stock of PEF is indirectly owned by Pesg Energy.
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As of February 22 , 2010, each registrant haddheviing shares of common stock outstanding:

Registran Description Shares
Progress Energ Common Stock (Without Par Valu 284,621,11¢
PEC Common Stock (Without Par Valu 159,608,05¢
PEF Common Stock (Without Par Valu 100

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Progress Energy and PEC definjpinaxy statements for the 2010 Annual Meeting ofr8halders are incorporated into PART
Items 10, 11, 12, 13 and 14 hereof.

This combined Form 10K is filed separately by three registrants: Progres Energy, PEC and PEF (collectively, the Progressegistrants)
Information contained herein relating to any individual registrant is filed by such registrant solelyon its own behalf. Each registrant makes r
representation as to information relating exclusivly to the other registrants.

PEF meets the conditions set forth in General Instrction | (1) (a) and (b) of Form 10-K and is theredre filing this Form 10-K with the reduced
disclosure format permitted by General Instruction| (2) to such Form 10-K.
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GLOSSARY OF TERMS

We use the words “Progress Energy,” “we,” “us” @ul” with respect to certain information to indicatettsach information relates to Progr
Energy, Inc. and its subsidiaries on a consolidétasis. When appropriate, the parent holding commarthe subsidiaries of Progress Energy
specifically identified on an unconsolidated basisve discuss their various business activities.

The following abbreviations, acronyms or initialis@are used by the Progress Registrants:

TERM

DEFINITION

401(K)
AFUDC
ARB
ARO
ASLB

Asset Purchase Agreement

ASC

ASU

Audit Committee
BART

Base Revenues

Brunswick

Btu

CAIR

CAMR

CAVR

CCo

CCRC

CERCLA or Superfun
Ceredc

CIGFUR

Clean Smokestacks A
Coal Mining

the Code

Cco,

COL

Corporate and Other

CR1 and CR:
CR3

CR4 and CR!
CUCA

Cvo

D.C. Court of Appeal
DOE

DSM

Earthco
ECCR
ECRC

Progress Energy 401(k) Savings & Stock Ownersham
Allowance for funds used during construct
Accounting Research Bullet
Asset retirement obligatic
Atomic Safety and Licensing Boa
Agreement by and amartzalGEarthco and certain affiliates, and the ResgiAffiliates as amended on August
23, 200C
FASB Accounting Standards Codificati
Accounting Standards Upde
Audit and Corporate Performance Committee of PsgjEenerg’s board of director
Best Available Retrofit Technolog
Non-GAAP measure defined as operating revenues exgudause recoverable regulatory returns, miscetlas
revenues and fuel and other f-through revenue
PEC's Brunswick Nuclear Plai
British thermal uni
Clean Air Interstate Rul
Clean Air Mercury Rule
Clean Air Visibility Rule
Competitive Commercial Operatio
Capacity Cos«-Recovery Claus
Comprehensive Environmental Response, Compensatidhiability Act of 1980, as amend
Ceredo Synfuel LLC
Carolina Industrial Group for Fair Utility Rates
North Carolina Clean Smokestacks Act, enacted e 200z
Two Progress Fuels subsidiaries engaged in thencioéthg business, which were sold on March 7, 2
Internal Revenue Coc
Carbon dioxide

Combined licens
Corporate and Other segmenaply includes the Parent, Progress Energy Ser@icmpany and miscellaneous
other nonregulated busines:
PEF s Crystal River Units No. 1 and 2 c-fired steam turbine
PEF's Crystal River Unit No. 3 Nuclear Ple
PEF s Crystal River Units No. 4 and 5 c-fired steam turbine
Carolina Utility Customer Associatic
Contingent value obligatio
U.S. Court of Appeals for the District of Columlitércuit
United States Department of Enel
Demane-side managemel
Four coa-based solid synthetic fuels limited liability conmpes of which three were wholly own
Energy Conservation Cost Recovery Cla
Environmental Cost Recovery Clat




EIP

EPACT

EPC

ESOP

FASB

FDEP

FERC

FGT

Fitch

the Florida Global Cas
Florida Progres
FPSC

FRCC

Funding Corp
GAAP

the Georgia Contrac
Georgia Operations

GHG
Global
GridSouth
GWh
Harris
IPP
kV
kVA
kWh
Levy
LIBOR
MACT
MD&A

Medicare Act
MGP

MW

MWh
Moody's
NAAQS
NC REPS
NCUC
NDT
NEIL
NERC

North Carolina Global Cas

the Notes Guarante
NOx
NOx SIP Call

NRC
o&M
OATT
OcClI
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Equity Incentive Plai

Energy Policy Act of 200

Engineering, procurement and construc

Employee Stock Ownership Pl

Financial Accounting Standards Bo:

Florida Department of Environmental Protect

Federal Energy Regulatory Commiss

Florida Gas Transmission Company, L

Fitch Ratings

U.S. Global, LLC v. Progress Energy, Inc. e

Florida Progress Corporatic

Florida Public Service Commissit

Florida Reliability Coordinating Counc

Florida Progress Funding Corporation, a wholly odveabsidiary of Florida Progre
Accounting principles generally accepted in thetehiStates of Americ
Full-requirements contracts with 16 Georgia electric imenship cooperatives formerly serviced by C
Former reporting unit consisting of the EffinghavWgnroe, Walton and Washington nonregulated geraratiant:
in service and the Georgia Contra

Greenhouse g

U.S. Global, LLC

GridSouth Transco, LL(

Gigawatt-hours

PEC's Shearon Harris Nuclear Pl

Progress Energy Investor Plus P

Kilovolt

Kilovolt-ampere

Kilowatt-hours

PEF s proposed nuclear plant in Levy County, |

London Inter Bank Offered Ra

Maximum achievable control technolo

Management'’s Discussion and Analysis of Fioiah Condition and Results of Operations contaimedART 11,
Item 7 of this Form 1-K

Medicare Prescription Drug, Improvement and Modetidon Act of 200:
Manufactured gas pla

Megawatts

Megawat-hours

Moody's Investors Service, In

National Ambient Air Quality Standarc

North Carolina Renewable Energy and Energy EfficjeRortfolio Standar
North Carolina Utilities Commissia

Nuclear decommissioning tru

Nuclear Electric Insurance Limite

North American Electric Reliability Corporatic

Progress Synfuel Holdings, Inc. et al. v. U.S. @lphLC

Florida Progre¢ full and unconditional guarantee of the Subordidatetes
Nitrogen Oxides

EPA NOx State Implementation Plan Call rule whiehuires 22 states including North Carolina, Sdahnolina
and Georgia (but excluding Florida) to further regl@missions of nitrogen oxid
United States Nuclear Regulatory Commiss

Operation and maintenance expe

Open Access Transmission Tal

Other comprehensive incor




Ongoing Earnings

OPC

OPEB

the Paren

PEC

PEF

PESC

Power Agency
Preferred Securitie

Preferred Securities Guaran

Progress Affiliate:
Progress Energ
Progress Registrants

Progress Fuel
PRP

PSSF
PUHCA 2005
PVI

QF

RCA
Reagent:
REPS
Robinsor
RSU

RTO

SCPSC
Section 2¢
Section 29/45K

Section 316(b
(See Note/s “#")

SERC

S&P

SNG

SO,
Subordinated Note
Tax Agreemen
Terminals

the Trust

the Utilities
VIE

Ward

Ward OU1
Ward OU2
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Non-GAAP financial measure that includes results fimontinuing operations after excluding the effedtsertain
identified gains and charg
Floride's Office of Public Couns¢
Postretirement benefits other than pens
Progress Energy, Inc. holding company on an undinteged basi:
Carolina Power & Light Company d/b/a Progress Epé&grolinas, Inc
Florida Power Corporation d/b/a Progress Energyidido Inc.
Progress Energy Service Company, L
North Carolina Eastern Municipal Power Ager
7.10% Cumulative Quarterly Income Preferred Seiegriiue 2039, Series A issued by the T
Florida Progres’ guarantee of all distributions related to the Rrefi: Securitie:
Five affiliated coe-based solid synthetic fuels faciliti
Progress Energy, Inc. and subsidiaries on a cafeteli basi
The reporting registrantsinvthe Progress Energy consolidated group. Colielgt Progress Energy, Inc., PEC

and PEF
Progress Fuels Corporation, formerly Electric Fi@sporatior
Potentially responsible party, as defined in CERC
Performance Share S-Plan
Public Utility Holding Company Act of 200
Progress Energy Ventures, Inc., formerly referceds Progress Ventures, i
Qualifying facility
Revolving credit agreeme
Commodities such as ammonia and limestone usemhiss®ns control technologit
Renewable energy portfolio stand:
PEC' s Robinson Nuclear Pla
Restricted stock un
Regional transmission organizati
Public Service Commission of South Carol
Section 29 of the Coc

General business tax credits eaafted December 31, 2005 for synthetic fuels préidadn accordance with
Section 2¢
Section 316(b) of the Clean Water /

For all sections, this is a crosference to the Combined Notes to the Finandetefents contained in PART I,
Item 8 of this Form 1-K
SERC Reliability Corporatio
Standard & Poc's Rating Service
Southern Natural Gas Compa
Sulfur dioxide

7.10% Junior Subordinated Deferrable Interest Ndtes2039 issued by Funding Co
Intercompany Income Tax Allocation Agreem:

Coal terminals and docks in West Virginia and Kekty which were sold on March 7, 20
FPC Capital

Collectively, PEC and PE

Variable interest entit

Ward Transformer site located in Raleigh, N

Operable unit for stream segments downstream frenWard site

Operable unit for further investigation at the Wéadility and certain adjacent are
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SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS

In this combined report, each of the Progress Regis makes forwartboking statements within the meaning of the safebbr provisions of tt
Private Securities Litigation Reform Act of 1995hél matters discussed throughout this combined BdX# that are not historical facts are forw
looking and, accordingly, involve estimates, prtjmts, goals, forecasts, assumptions, risks ancertainties that could cause actual result
outcomes to differ materially from those expresseithe forward-looking statements. Any forwdoibking statement is based on information curre
of the date of this report and speaks only as®fdite on which such statement is made, and thgda®Registrants undertake no obligation to uj
any forward-looking statement or statements teotfévents or circumstances after the date on which statement is made.

In addition, examples of forward-looking statemeditcussed in this Form 10-include, but are not limited to, 1) statementdm@ PART |, Iter
1A, “Risk Factors” and 2) PART II, ltem 7, “Managent’s Discussion and Analysis of Financial Conditand Results of OperationsMD&A)
including, but not limited to, statements under thibowing headings: a) “Strategy” about our futisategy and goals; b) “Results of Operations”
about trends and uncertainties; c¢) “Liquidity andp@al Resourcesabout operating cash flows, future liquidity regmrents and estimated cag
expenditures through the year 2012; and d) “Othattéds”about the effects of new environmental regulatiehsnges in the regulatory environm
meeting anticipated demand in our regulated seteig@ories, potential nuclear construction and synthetic fuels tax credits.

Examples of factors that you should consider wétspect to any forwarlboking statements made throughout this documertde, but are not limite
to, the following: the impact of fluid and compléaws and regulations, including those relatinghte énvironment and energy policy; our abilit
recover eligible costs and earn an adequate returinvestment through the regulatory process; Hiktyato successfully operate electric genera
facilities and deliver electricity to customerse timpact on our facilities and businesses fronri@tist attack; the ability to meet the anticipatature
need for additional baseload generation and adsdcteansmission facilities in our regulated sesvierritories and the accompanying regulatory
financial risks; our ability to meet current andufie renewable energy requirements; the inherskt rassociated with the operation and pote
construction of nuclear facilities, including eronimental, health, regulatory and financial riske financial resources and capital needed to cc
with environmental laws and regulations; risks aiggted with climate change; weather and droughtitimms that directly influence the producti
delivery and demand for electricity; recurring seed fluctuations in demand for electricity; theliép to recover in a timely manner, if at all, ds
associated with future significant weather evehtsugh the regulatory process; fluctuations inghiee of energy commodities and purchased p
and our ability to recover such costs through thgulatory process; the Progress Registraalslity to control costs, including operations

maintenance expense (O&M) and large constructiajepts; the ability of our subsidiaries to pay upam dividends or distributions to Progi
Energy, Inc. holding company (the Parent); cureecdnomic conditions; the ability to successfullicess capital markets on favorable terms
stability of commercial credit markets and our asce® short- and longerm credit; the impact that increases in leverageductions in cash flow m
have on each of the Progress Registrants; the éodregistrantslbility to maintain their current credit ratingsdatme impacts in the event their cr
ratings are downgraded; the investment performahoer nuclear decommissioning trust (NDT) fundie investment performance of the assets c
pension and benefit plans and resulting impactubaré funding requirements; the impact of poterg@bdwill impairments; our ability to fully utiliz
tax credits generated from the previous productiot sale of qualifying synthetic fuels under In&#riRevenue Code Section 29/45K (Section 29/4
and the outcome of any ongoing or future litigat@rsimilar disputes and the impact of any sucltauk or related settlements. Many of these
similarly impact our nonreporting subsidiaries.

These and other risk factors are detailed from tionéme in the Progress Registrants’ filings witle SEC. Many, but not all, of the factors that may
impact actual results are discussed in Item 1AsKRtactors,” which you should carefully read. Alick factors are difficult to predict, contain
uncertainties that may materially affect actuallissand may be beyond our control. New factorsrgmérom time to time, and it is not possible for
management to predict all such factors, nor canagement assess the effect of each such factoredPrtgress Registrants.
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PART I

ITEM 1. BUSINESS

GENERAL
ORGANIZATION

Progress Energy, Inc. is a public utility holdingngpany primarily engaged in the regulated electtility business. Headquartered in Raleigh, N.t
owns, directly or indirectly, all of the outstandinommon stock of its utility subsidiaries and vagypercentages of other nonregulated subsidiais
discussed in Note 3, most nonregulated businegsiipes have been divested in recent years. Irréipisrt, Progress Energy, which includes the P
and its subsidiaries on a consolidated basis, fisnais referred to as “we,” “our” or “us.” When disssing Progress Energyfinancial information,
necessarily includes the results of PEC and PERe(tively, the Ultilities). The term “Progress Rsgants”refers to each of the three sepe
registrants: Progress Energy, PEC and PEF. Howeedther of the Utilities makes any representaignto information related solely to Progi
Energy or the subsidiaries of Progress Energy dtear itself. The Parent was incorporated on Aud@st1999, initially as CP&L Energy, Inc. &
became the holding company for PEC on June 19,.20@ acquired PEF through our November 2000 adgurisof its parent, Florida Progre
Corporation (Florida Progress).

As a registered holding company, we are subjectdalation by the Federal Energy Regulatory Comimis@ERC) under the Public Utility Holdii
Company Act of 2005 (PUHCA 2005). Included withta broad authority, the FERE€approval is required prior to any merger invajvi public
utility and prior to the disposition of any utilitgsset with a market value in excess of $10 millibhe FERC prohibits market participants fi
intentionally or recklessly making any fraudulentasleading statements with regard to transactiutgect to the FERC'’s jurisdiction.

Our reportable segments are PEC and PEF, whicprimarily engaged in the generation, transmissilistyibution and sale of electricity in portions
North Carolina and South Carolina and in portioh§lorida, respectively. The Corporate and Othgnsent primarily includes amounts applicabl
the activities of the Parent and Progress Energyi@Company, LLC (PESC) and other miscellaneargegulated businesses (Corporate and C
that do not separately meet the quantitative déscko requirements as a reportable business seg®eatNote 19 for information regarding
revenues, income and assets attributable to oumdssssegments.

The Utilities have more than 22,000 megawatts (MWYyegulated electric generation capacity and seqweroximately 3.1 million retail elect
customers as well as other loselrving entities. The Utilities operate in retahsdce territories that have historically had paign growth higher the
the U.S. average. However, like other parts of Wmited States, our service territories and busiresge been negatively impacted by the cu
economic conditions. The timing and extent of theovery of the economy cannot be predicted. BE@2ater proportion of commercial and indus
customers, combined with PEFgreater proportion of residential customers,tesea balanced customer base. We are dedicatedetng the growl
needs of our service territories and deliveringatdé, competitively priced energy from a diversetfolio of power plants.

For the year ended December 31, 2009, our consetidavenues were $9.885 billion and our consa@dlassets at year-end were $31.236 billion.
RECENT DEVELOPMENTS

In 2009, we concentrated on strategies to addrgssrt economic conditions and the ongoing pubdiicy debate on energy and the environment
continued our efforts toward implementing our bakuhsolution strategy of energy efficiency, altéiireaenergy and state-of-tlat power generatio
The utility industry as a whole faces significamist pressures and lower retail energy sales. Wesé&zt on continuous business excellence,
management and operational efficiency to help oftsger energy sales at the Utilities.

In 2009, PEF successfully sought and received imtand limited rate relief and nuclear cost recgvier Florida. However, in January 2010,
response to a base rate case PEF filed with th&d&l®ublic Service Commission (FPSC) in 2009,FR&C voted to grant PEF no increase in
rates above the approximately $132 million annual
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revenue requirement that had been previously awlard2009 as limited rate relief for the repoweBattow Plant. We believe the PEF revenue |
approved is inadequate given our current costsrafiging customers with reliable service, anticgzhicosts to responsibly prepare for their fu
energy needs and PEFight by law to a reasonable opportunity to recats operating costs and return on invested ahptonsequently, we ¢
currently reviewing our regulatory options in Fbtai As a result of the FPSC's decision, Fitch RegifMoodys Investors Services, Inc. and Stan
and Poor’s Rating Services have indicated that bedigve the risk related to Floridategulatory environment has increased. This pezdeincrease
risk, along with the revenue requirements levelrapged in the FPSC decision, has caused the ragjegcies to put certain credit ratings of PEF, a
some cases the Parent and PEC, on negative wateiMB&A — “Liquidity and Capital Resources — CreRiting Matters’for additional informatio
regarding our credit ratings.

While we have not made a final determination onlearcconstruction, in 2009 we continued to takeste keep open the option of building a plat
plants at Shearon Harris Nuclear Plant (HarrisNarth Carolina and at a greenfield site in Levy @Giyu Florida (Levy). We have focused on L
given the need for more fuel diversity in Floridadeanticipated federal and state policies to redueenhouse gas (GHG) emissions, as well as ey
state legislative policy, which is supportive otctear projects. PEF has received two of the thegedpprovals (with the issuance of a combined &e
(COL) by the United States Nuclear Regulatory Cossion (NRC) remaining) and entered into an engingeprocurement and construction (E
agreement for the two proposed Levy units. In 2088, NRC indicated it would process PEHmited work authorization request following C
issuance. This resulted in a minimum 20-month ivise schedule shift for the Levy units. As disatsn “Nuclear Matters Potential Nev
Construction,”additional schedule shifts are likely. In light tbie regulatory schedule shift and other factors,amiicipated capital expenditures
Levy will be significantly less in the near termathpreviously planned. Later in 2010, PEF will file annual nuclear cosecovery filing with th
FPSC, which will reflect our latest plan regardireyy.

During 2009, there were a number of state and &deitiatives related to energy and environmepialicy. With the state, federal and internatic
focus on global climate change, we are preparimgafearbon-constrained future. We are expandingeaithncing our demargide manageme
(DSM), energyefficiency and energy conservation programs. Wdigoa to actively pursue alternative energy prgetée have executed contract
purchase approximately 320 MW of electricity getedldrom solar, biomass and municipal solid waetgces. We announced our intention to em
on a major coal-to-gas fleet modernization in Nd@#wrolina by retiring approximately 1,500 MW of etdcoalfired units by the end of 2017 ¢
building combined:ycle gas. This will provide rate base growth whielucing our carbon emissions. We also placed setwice pollution contr
equipment (or scrubbers) on PEC’s Mayo Plant anB'®Erystal River Unit No. 5 (CR5). Additionally, weere notified of our selection for gr:
negotiations under The American Recovery and Reinvent Acts Smart Grid technology development grant prograime submission of ¢
application and the notification for award negatias are not a commitment to accept federal fundsale necessary steps to keep the option ope
are currently evaluating the provisions of the lavd assessing the conditions imposed by participéati the grant program.

AVAILABLE INFORMATION

The Progress Registrants’ annual reports on Fonriq, Efinitive proxy statements for our annual stenider meetings, quarterly reports on Form 10-
Q, current reports on FormiB-and all amendments to those reports are availfibke of charge through the Investors section of \bleb site ¢
www.progressnergy.com. These reports are available as sooeaasnably practicable after such material is ®edatally filed with, or furnished t

the SEC. The public may read and copy any mater@lhave filed with the SEC at the SECPublic Reference Room at 100 F Street, |
Washington, D.C. 20549. Information regarding tperations of the Public Reference Room may be odthby calling the SEC at 1-800-SBG30
Alternatively, the SEC maintains a Web site, www.gev, containing reports, proxy and informatioatsinents and other information regart
issuers that file electronically with the SEC.

The Investors section of our Web site also includes corporate governance guidelines and codehifsetis well as the charters of the follow

committees of our board of directors: Executivepdihand Corporate Performance; Corporate Governdfinance; Operations and Nuclear Overs
Nuclear Project Oversight; and Organizat

10
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and Compensation. This information is availableiimt to any shareholder who requests it. Requastsild be directed to: Shareholder Relati
Progress Energy, Inc., 410 S. Wilmington Streeteigh, NC 27601. Information on our Web site is imaorporated herein and should not be dee¢
part of this Report.

COMPETITION
RETAIL COMPETITION

To our knowledge, there is currently no enactedroposed legislation in North Carolina, South Gaeobr Florida that would give the Utilitiesétail
customers the right to choose their electricityvter or otherwise restructure or deregulate tleetdt industry. However, the Utilities competeh
suppliers of other forms of energy in connectiothwieir retail customers.

Although there is no pending legislation at thisdj if the retail jurisdictions served by the Ui#ls become subject to deregulation, the recové
“stranded costs’could become a significant consideration. Strandests primarily include the generation assets dities whose value in
competitive marketplace would be less than theiresu book value, as well as abowverket purchased power commitments to qualifiedifi@s
(QFs). Thus far, all states that have passed rtsting legislation have provided for the opporturid recover a substantial portion of stranded<
Assessing the amount of stranded costs for ayutéijuires various assumptions about future mareedlitions, including the future price of electtyci

Our largest stranded cost exposure is for BRRirchased power commitments with QFs, under wREER has future minimum expected cap:
payments through 2025 of $4.5 billion (See Note& aad 22B). PEF was obligated to enter into thesgracts under provisions of the Public Utili
Regulatory Policies Act of 1978. PEF continuesdeksways to address the impact of escalating patgmarmer these contracts. However, the F
allows for full recovery of the retail portion dig cost of power purchased from QFs. PEC doesaw significant future minimum expected cape
payments under their purchased power commitmerits @k s.

WHOLESALE COMPETITION
The Utilities compete with other utilities and mieaot generators for bulk power sales and for dalesunicipalities and cooperatives.

Increased competition in the wholesale electrilityindustry and the availability of transmissiancess could affect the Utilitielgad forecasts, pla
for power supply and wholesale energy sales ardettlrevenues. Wholesale energy sales will be itegdsy the extent to which additional genere
is available to sell to the wholesale market arelahility of the Utilities to attract new wholesaestomers and to retain current wholesale cust
who have existing contracts with PEC or PEF.

In June 2009, PEC executed a contract extensidnitgilargest municipal wholesale customer, Pullliarks Commission of the City of Fayettevi
N.C. The 2-year agreement extends the current contract, septieg more than 500 MW of electricity load, thybi2032.

Enacted in 2005, the Energy Policy Act of 2005 (EHA contains key provisions affecting the elecfrawer industry, including competition amc
generators of electricity. The FERC has implemeiatedl is considering a number of related regulattorimplement EPACT that may impact, am
other things, requirements for reliability, QFsrsmission information availability, transmissiobngestion, security constrained dispatch, er
market transparency, energy market manipulation tzetthvioral rules. In addition to EPACT, other p@é and orders issued by the FERC |
supported increased competition within the eleajeoeration industry. EPACT clarified and expanttesl FERCS authority to assure that mark
operate fairly without imposing new, mandatoryuision on state authorities.

In February 2007, the FERC issued Order No. 89@tutp a final rule designed to 1) strengthen threfprma open access transmission tariff (OA
to ensure that it achieves its original purposegeshedying undue discrimination; 2) provide greapecificity in the pro forma OATT to red.
opportunities for the exercise of undue discrimomat make undue discrimination easier to detect fanditate the FERG enforcement; and
increase
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transparency in the rules applicable to planning) @se of the transmission system. One of the migsifisant revisions to the pro forma OATT rele
to the development of consistent methodologiescidculating available transfer capability, whichtetenines whether transmission customers
access alternative power supplies. Other significavisions include: changes to the transmissi@mmihg process; reform of energy and gene
imbalance penalties; adoption of a “conditionamfircomponent to long-term point-fmeint transmission service and reform of existiaguirement
for the provision of redispatch service; reformroflover rights policy; clarification of tariff aniguities; and increased transparency and cust
access to information.

As transmission providers with an OATT on file witie FERC, PEC and PEF are required to comply thi¢hrequirements of the rule. A me
requirement of the rule was to file a revised porfa OATT on July 13, 2007. PEC and PEF made theined FERC filing, and both are curret
operating under the new tariff. On December 28,7200 FERC issued Order No. 880granting requests for rehearing and making dtaxifons tc
Order No. 890. PEC and PEF made compliance filmydvarch 17, 2008, in order to meet the requires@ftOrder 890A. The FERC approve
PEC's and PEF's Order 890-A filings on March 3@20

Effective for PEC on July 1, 2008, and for PEF anuhry 1, 2008, the Utilities moved from eitherefixrevenue requirement or fixedte OATT rate

to formula-based OATT rates. Under the formula-dasges, the transmission rates are updated eactbgsed on actual costs. The switch to formula:
based rates increased PEC’s 2008 revenues by #@maihd increased PE$2008 revenues by $2 million. The rate structuiehave a greater impa

on PEF in 2011 when all of PEFWwholesale customers become subject to the newtste. The Utilities filed updated OATT rates iA0® tha
increased PEC’s 2009 revenues by $4 million and $BF$2 million.

Certain details related to the rule, such as tlkeeipe methodology that will be used to calculateilaisle transfer capability, remain to be deterrdi
and thus it is difficult to make a determinationté overall effect of Order No. 890 on the U##l transmission operations or wholesale mark
function. However, on a preliminary basis, the riglaot anticipated to have a significant impacttos Utilities’ financial results. Nonetheless, the f
rule is anticipated to include a wide range of [gimns addressing transmission services, and asaWetariff is implemented there is likely to b
significant impact on the Utilities’ transmissioperations, planning and wholesale marketing fumstio

PEC and PEF are subject to regulation by the FERE mgspect to transmission service, including getwe interconnection service for facilit
making sales for resale and wholesale sales ofreleznergy. On December 7, 2007, PEC and otheomagnsmissiorowning utilities in th
Southeast submitted a proposal to FERC for a ngwmal grid planning process designed to meet FER&:tives under Order No. 890 applicabl
planning and use of the transmission system. FE&Capproved both PEC's and PEF’s regional gridnpignprocesses subject to modificati®F
and PEC filed compliance filings with FERC on Oaply, 2008, and December 17, 2008, respectivel{C Rieeived approval from the FERC
January 2010, and PEF is still awaiting FERC apgitov

The FERC requires that entities desiring to makeledale sales of electricity at marketsed rates document that they do not possess tnpanker
Market power is exercised when an entity profitatifives up prices through its control of a singtgivaty, such as electricity generation, wher
controls a significant share of the total capaeitgilable to the market. The FERC has establishezbring measures for such determinations. (
the difficulty PEC believed it would experiencegassing one of the screens, PEC revised its madasd rate tariffs in 2005 to restrict PEC to ¢
outside of its control area and peninsular Floradd] filed a new cost-based tariff for sales witREEC's control area. Accordingly, PEC and PEF n
wholesale sales of electricity at cost-based riataseas inside of PEC’s control area and peningitaida and at markdiased rates in areas outsid
PEC'’s control area and peninsular Florida. We daanticipate that the operations of the Utilitiedl we materially impacted by this markb&sed rate
decision.

REGIONAL TRANSMISSION ORGANIZATIONS
The FERCS Order 2000 established national standards foiomafy transmission organizations (RTOs) and adwatdhe view that regulate
unbundled transmission would facilitate competitianboth wholesale and retail electricity markelte Utilities previously participated in R

efforts, but are not currently active in these gffaue to the FERG’termination of both the GridSouth Transco, LLGi§South) and the GridFloril
RTO proceedings. GridSouth was terminated by thdSeuth participants due to not reaching a conseasicreating a
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southeastern RTO. GridFlorida was terminated byRR8C and the FERC due to the conclusion that $t e beneficial to jurisdictional customt
PEC’s recorded investment in GridSouth totaled $15iomllat December 31, 2009. Excluding the immate8alth Carolina retail portion, t
GridSouth costs will be fully amortized and recadby 2012. PEF fully recovered its developmentsosGridFlorida from retail ratepayers throi
base rates.

FRANCHISE MATTERS

PEC has nonexclusive franchises with varying exipinedates in most of the municipalities in NortAr@lina and South Carolina in which it distribt
electricity. In North Carolina, franchises generationtinue for 60 years. In South Carolina, fraseki continue in perpetuity unless termin
according to certain statutory methods. The geneffatt of these franchises is to provide for thenmer in which PEC occupies rightswéy in
incorporated areas of municipalities for the pugposconstructing, operating and maintaining arrgné&ansmission and distribution system. Of tl
240 franchises, the majority covers ¥€ar periods from the date enacted, and 45 hawpedific expiration dates. Of the franchise agregmuwiith
expiration dates, 15 expire during the period 2@i@ugh 2014, and the remaining agreements exgiteden 2015 and 2069. PEC also prow
service within a number of municipalities and ihadlthe unincorporated areas within its servieeaawnithout franchise agreements.

PEF has nonexclusive franchises with varying exipinadates in 110 of the Florida municipalitieswhich it distributes electricity. PEF also provi
service to 11 other municipalities and in all of tmincorporated areas within its service areaauitfiranchise agreements. The general effect ak
franchises is to provide for the manner in whichFRi€cupies rights-ofvay in incorporated areas of municipalities for thepose of constructir
operating and maintaining an energy transmissiehdistribution system. The franchise agreementgicperiods ranging from 10 to 30 years with
majority covering 30rear periods from the date enacted. Of the 110ckiae agreements, 40 expire between 2010 and 20t the remainir
agreements expire between 2015 and 2037.

REGULATORY MATTERS

HOLDING COMPANY REGULATION

The Parent is a registered public utility holdirgmpany subject to regulation by the FERC under PRAIF0O05, including provisions relating to !
establishment of intercompany extensions of credigs, acquisitions of securities and utility &ssend services performed by PESC. Under PU
2005, the FERC also has authority over accountimracord retention and cost allocation jurisdictéd the election of the holding company syste
the state utility commissions with jurisdiction oves utility subsidiaries.

UTILITY REGULATION

FEDERAL REGULATIO!

The Utilities are subject to regulation by a numbérfederal regulatory agencies, including the Dapant of Energy (DOE), the North Americ
Electric Reliability Corporation (NERC), the NRCdathe United States Environmental Protection AggEd3A).

Reliability Standard:

The FERC has certified the NERC as the electriabéity organization that will propose and enforoandatory reliability standards for the bulk po
electric system. Included in this certification wagrovision for the delegation of authority to mudhvestigate and enforce reliability standard
particular regions of the country by entering intelegation agreements with regional entities. Iditégh, the regional entities have the ability
formulate additional reliability standards in thedspective regions, which are required to suppigraed be more stringent than the NERC relial
standards. The SERC Reliability Corporation (SERGJ the Florida Reliability Coordinating CouncilREC) are the regional entities for PEC
PEF, respectively.

PEC and PEF are currently subject to certain riéitialstandards as registered users, owners anchtips of the bulk power system. We expect exi:

reliability standards to migrate to more definitiaed enforceable requirements over time and additiNERC and regional reliability standards t
approved by the FERC in
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coming years requiring us to take additional stepemain compliant. The financial impact of mamdgatcompliance cannot currently be determi
Failure to comply with the reliability standardsuta result in the imposition of fines and civil f@ties. If we are unable to meet the reliab
standards for the bulk power system in the futitiepuld have a material adverse effect on ounfaia condition, results of operations and liquidit

During 2008, PEC selfeported to the SERC three noncompliances withntaly standards. PEC submitted and completed rtigigglans for thes
noncompliances with voluntary standards. PEC do¢gxpect enforcement actions on noncomplianceslimtary standards. During 2008, PEC
selfreported to the SERC a violation of a mandatorgpdaad and filed and completed a mitigation planCRIBd the SERC have reached a settle
agreement on this violation and expect the settieragreement to be submitted to the FERC for agprdwring 2010.

During 2009, PEC selfeported to the SERC three violations of mandastaypdards. PEC has submitted mitigation plansedSERC and is curren
implementing these mitigation plans. PEC expectsriter into settlement discussions with the SERC2809 violations during the first quarter
2010.

In 2010, PEC self-reported to the SERC four violasi of mandatory standards. PEC is developing atitig plans for submittal to the SERC during
the first quarter of 2010.

None of the noncompliances or violations noted aboor the costs of executing the mitigation plamsexpected to have a significant impact or
overall compliance efforts, results of operationfiquidity.

During 2008, PEF selfeported to the FRCC four violations of mandataandards. PEF has filed mitigation plans for ther fmandatory violatior
and completed three of the mitigation plans. Thetfomitigation plan is on schedule and is expettelde completed during 2010. PEF and the F
have entered into settlement discussions relatdtege four violations and expect a settlemengetéiléd with the FERC during 2010.

During 2009, PEF selfeported to the FRCC eight violations of mandatiandards. PEF has submitted mitigation plansed-RRCC and is curren
implementing these mitigation plans. PEF expectertter into settlement discussions with the FRCC2f209 violations during the first quarter
2010.

In 2010, PEF self-reported to the FRCC eight vioted of mandatory standards. PEF is developinggatitin plans for submittal to the FRCC during
the first quarter of 2010.

None of the violations noted above nor the costexefcuting the mitigation plans are expected teetamgignificant impact on our overall complia
efforts, results of operations or liquidity.

Nuclear

The Utilities’ nuclear generating units are regulated by the NRd@2uthe Atomic Energy Act of 1954 and the Energypi@anization Act of 1974. T
NRC is responsible for granting licenses for thastaiction, operation and retirement of nuclear @oplants and subjects these plants to contit
review and regulation. In the event of noncomplegrtbe NRC has the authority to impose fines, isehée conditions, shut down a nuclear uni
take some combination of these actions, dependoa its assessment of the severity of the situatiotil compliance is achieved. Seluclea
Matters.”

Environmenta

The Utilities are also subject to regulation by Hi®A. See “Environmental.”

STATE REGULATION

PEC is subject to regulation in North Carolina bg North Carolina Utilities Commission (NCUC), aimdSouth Carolina by the Public Serv
Commission of South Carolina (SCPSC). PEF is stltfecegulation in Florida by the FPSC. The U#giare regulated by their respective reguli

bodies with respect tamong other things, rates and service for elettrénld at retail; retail cost recovery of unusaalinexpected expenses, suc
severe storm costs; and issuances of securitiesufitterlying concept of utility ratemaking is t¢ sstes at a level that allows
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the utility to collect revenues equal to its caspmviding service plus earn a reasonable ratetwin on its invested capital, including equity.

Retail Rate Matter

Each of the Utilities’ state utility commissionstharize retail “base rateshat are designed to provide the respective utilith the opportunity to ea
a reasonable rate of return on its “rate basejiet investment in utility plant. These ratesiatended to cover all reasonable and prudent esgzea
constructing, operating and maintaining the utiijsstem, except those covered by specific costvagalauses.

In PEC’s most recent rate cases in 1988, the NCUC an8@RSC each authorized a return on equity of 12eréept. The Clean Smokestacks
enacted in North Carolina in 2002 (Clean Smokestdak) froze PEG retail base rates in North Carolina through Ddmam31, 2007, with provisio
that if PEC had experienced extraordinary eveny®ie its control, PEC could have petitioned foraterincrease. Since 2007, PECurrent Nort
Carolina base rates have continued subject tativadl cost-based rate regulation.

During 2005, the FPSC approved a fgear base rate agreement with PEF. The new baee tradk effect the first billing cycle of Janua0B an:
remained in effect through the last billing cycleDecember 2009, with PEF having the sole optioextend the agreement through the last bi
cycle of June 2010, which PEF declined to exteritk'® base rate agreement also provided for revenuehghzetween PEF and its ratepayers
annual adjustment of the threshold and cap amotiuwever, PEFS retail base revenues did not exceed the threshd@09 and thus no reven
were subject to the revenue-sharing provisions.tiiteshold and cap were $1.688 billion and $1. 71, respectively, for 2009.

In anticipation of the expiration of its currentsearate settlement agreement, PEF filed a propdgialthe FPSC in 2009 for an increase in base
effective with the first billing cycle of Januar@20. The $499 million request for increased basesravas based, in part, on PERivestments in i
generating fleet and its transmission and distidousystems (See Note 7C). In January 2010, theCRR$ed to grant PEF no increase in base
above the approximately $132 million annual reveragrirements that had been previously awarded@9® 2s limited rate relief for the repowe
Bartow Plant. See Note 7C for details regardingdifference between the $499 million increase isebaates requested and the $132 million inci
granted. Among other items, the FPSC authorizestiam on equity of 10.5 percent. However, we belithe PEF revenue level approved in Jar
2010 is inadequate given our current costs of giingi customers with reliable service, anticipatedts to responsibly prepare for their future en
needs and PEF'8ght by law to a reasonable opportunity to recat&operating costs and return on invested capitahsequently, we are currer
reviewing our regulatory options in Florida.

Retail Cos-Recovery Clauses

Each of the Utilities’ state utility commissiondaals recovery of certain costs through various -tesbvery clauses, to the extent the respe
commission determines in an annual hearing thdt sosts, including any past over- or undecevered costs, are prudent. The clauses areditican
to the Utilities’ approved base rates. The Utilities generally dogaoh a return on the recovery of eligible operpéxpenses under such clau
however, in certain jurisdictions, the Utilities ynaarn interest on undeecovered costs. Additionally, the commissions raathorize a return fi
specified investments for energy efficiency andsawmation, capacity costs, environmental complizawe utility plant. See MD&A —Regulator
Matters and Recovery of Costs” for additional d&sian regarding cost-recovery clauses.

Costs recovered by the Utilities through cost-reeg\clauses, by retail jurisdiction, were as foléow
« North Carolina Retai— fuel costs, the fuel and other portions of purcbgsewer (capacity costs for purchases from dispdtiehQFs are al:
recoverable), costs of new DSM and eneefficiency programs, costs of commodities suchramania and limestone used in emissions ca
technologies (reagents) and eligible renewableggneusts

« South Carolina Retail fuel costs, certain purchased power costs, costeagfents, sulfur dioxide (S©) and nitrogen oxides (NOXx) emiss
allowance expenses, costs of new DSM and erefficiency programs; an
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« Florida Retail — fuel costs, purchased power costs, capacity cagtalified nuclear costs, energy conservation expemsd specifie
environmental costs, including Clean Air Intersttde (CAIR), SQ,and NOx emission allowance expenses.

Fuel, fuelrelated costs and certain purchased power cosligilele for recovery by the Utilities. The Utikis use coal, oil, hydroelectric (PEC on
natural gas and nuclear power to generate eldagtribiereby maintaining a diverse fuel mix thatpsemitigate the impact of cost increases in any
fuel. Due to the associated regulatory treatmedtthe method allowed for recovery, changes in ¢asts from year to year have no material impa
operating results of the Utilities, unless a consiois finds a portion of such costs to have beermruchgnt.However, delays between the expenditur
fuel costs and recovery from ratepayers can adiyeirepact the timing of cash flow of the Utilities.

As discussed more fully in MD&A — “Other Matters Regulatory Environment,” eligible nuclear costs mpogviously recoverable through cost-
recovery clauses became recoverable in the Floetdd jurisdiction beginning in 2009.

Renewable Energy and Ene-Efficiency Standards

PEC is subject to renewable energy standards at#te level in North Carolina. North CarolisdRenewable Energy and Energy Efficiency Port
Standard (NC REPS) establishes minimum standardghéuse of energy from specified renewable eneegpurces or implementation of energy-
efficiency measures by the statelectric utilities beginning with a 3 percentuggment in 2012 and increasing to 12.5 perce201 for regulate
public utilities, including PEC. The premium to paid by electric utilities to comply with the regeinents above the cost they would have othe
incurred to meet consumer demand is to be recowaredgh an annual clause. The annual amount #rabe recovered through the NC REPS cl

is capped and once a utility has expended monieal ¢g the cap, the utility is deemed to have rreebbligations under the NC REPS law, regart

of the actual renewables generated or purchasesl.léMr grants the NCUC authority to modify or altke NC REPS requirements if the NC
determines it is in the public interest to do so.

Florida energy law enacted in 2008 includes prowisifor development of a renewable portfolio staddar Florida utilities. On January 12, 2009,
FPSC approved a draft Florida renewable portfdémdard rule with a goal of 20 percent renewabkrgnproduction by 2020. The FPSC provi
the draft Florida renewable portfolio standard riolehe Florida legislature in February 2009, I kegislature did not take action in the 2009ises
We cannot predict the outcome of this matter. Uth&l rulemaking processes are completed, we cammadict the costs of complying with the law
PEF would be able to recover its reasonable pructempliance costs.

On December 30, 2009, the FPSC ordered PEF to &f8igt goals based on enhanced measures, whichesilltrin significantly higher conservat
goals. Under the order, PEF's aggregate consernvgtals over the next ten years are: 1,183 SumnWr 1072 Winter MW, and 3,488 gigawatt-
hours (GWh). PEF has filed a motion for reconsitlenawith the FPSC to correct what we believe arersights or errors. If accepted by the FF
PEF’s motion would adjust conservation goals over #e ten years to: 808 Summer MW, 933 Winter MW, &rtb2 GWh. The FPSC is expecte
make a decision in March 2010. We cannot predibiltcome of this matter.

Storm Recovery

As a result of the FPSC's January 11, 2010 baseagtroval PEF may not collect in base rates additional fulodsts storm damage reserve. In
event future storms cause the reserve to be ddpRE~ can petition the FPSC for implementatioarointerim surcharge to cover any deficiency ¢
storm reserve. Under Florida law, PEF also may riterei storm costs upon approval by the FPSC. Addbaber 31, 2009, PE$storm reserve total
$136 million.

PEC does not maintain a storm damage reserve acaadndoes not have an ongoing regulatory mechargaoh as a surcharge, to recover s
costs. In the past, PEC has sought and receivedgson from the SCPSC and NCUC to defer and amedgrtain storm recovery costs.

See Note 7 for further discussion of regulatoryterat
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NUCLEAR MATTERS

GENERAL

The nuclear power industry faces uncertainties wétspect to the cost and lotgrm availability of disposal sites for spent nacléuel and othe
radioactive waste, compliance with changing regumatequirements, capital outlays for modificaticarsd new plant construction, the technolog
and financial aspects of decommissioning plantthatend of their licensed lives and requiremeniating to nuclear insurance. Nucleanits ar
periodically removed from service to accommodaterrad refueling and maintenance outages, repairatep and certain other modifications.

PEC owns and operates four nuclear generating: Britsiswick Nuclear Plant (Brunswick) Unit No. 1dabinit No. 2, Harris, and Robinson Nucl
Plant (Robinson). The NRC has renewed the operéitiegses for all of PEG'nuclear plants. The renewed operating licengeBrimswick No. 1 an
No. 2, Harris and Robinson expire in September 20@8ember 2034, October 2046 and July 2030, réspbc

PEF owns and operates one nuclear generating@matal River Unit No. 3 (CR3). The NRC operatiigehse for CR3 currently expires in Decen
2016. On December 18, 2008, PEF submitted an apiolicto the NRC requesting a 26ar renewal of the CR3 operating license. Theneerenewi
application for CR3 is currently under review by tiRC with a decision expected in 2011.

Over time, PEC and PEF have made various modibicatiof their nuclear facilities to increase therggeoutput. During CR3 fueling an
maintenance outage that began in September 2009 cBfmenced a project to replace Cik8team generators. During preparations to reples
steam generators, workers discovered a delaminafiitiin the concrete of the outer wall of the camtaent structure. PEF is finalizing the root ce
determination of the delamination event and theessary repair plans. At present, PEF does not &dive return to service date for CR3, the finadl
repair estimates and replacement power costs heairrtpact of insurance recovery. However, the cmstgpair the delamination and associated
of an outage extension, such as fuel, purchasempand maintenance, could be material. Based ormuhent understanding of the cause ol
delamination event and the conceptual repair giyateEF expects that CR3 will return to servicenid-2010.

The NRC periodically issues bulletins and ordemdresssing industry issues of interest or concertiribaessitate a response from the industry. lti
intent to comply with and to complete required esges in a timely and accurate manner. Any potentigact to company operations will vary
will be dependent upon the nature of the requirg(sgn

POTENTIAL NEW CONSTRUCTION

While we have not made a final determination onlearcconstruction, we continue to take steps tglageen the option of building a plant or pla
During 2008, PEC and PEF filed COL applicationgptientially construct new nuclear plants in Nortar@ina and Florida (See Item 1ARisk
Factors”).The NRC estimates that it will take approximatdiyee to four years to review and process the CQiliegiions. We have focused on
potential nuclear plant construction in Floridaegithe need for more fuel diversity in Florida amdicipated federal and state policies to reducé&
emissions as well as existing state legislativécgdhat is supportive of nuclear projects.

On January 23, 2006, we announced that PEC selaciigd at Harris to evaluate for possible futwelear expansion. We selected the Westingt
Electric AP1000 reactor design as the technologgnughich to base PEE€’application submission. On February 19, 2008, Riled its COL
application with the NRC for two additional reactat Harris. On April 17, 2008, the NRC docketedaccepted for review, the Harris applicat
Docketing the application does not preclude add#@igequests for information as the review procgads does it indicate whether the NRC will is
the license. No petitions to intervene have beemitded in the Harris COL application. We cannotdice the outcome of this matter. If we rece
approval from the NRC and applicable state agenaies if the decisions to build are made, a newtpisould not be online until at least 2019.

On December 12, 2006, we announced that PEF sgleetsy to evaluate for possible future nuclear egien. We selected the Westinghouse Ele
AP1000 reactor design as the technology upon wioidtase PEF’s application
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submission. In 2007, PEF completed the purchaspmfoximately 5,000 acres for Levy and associatatsmission needs. On July 30, 2008, PEF
its COL application with the NRC for two reactoi$ie FPSC issued the final order granting RE#étition for the Determination of Need for Lewy
August 12, 2008. On October 6, 2008, the NRC daukedr accepted for review, the Levy nuclear prtoggaplication. Docketing the application d
not preclude additional requests for informatiorttees review proceeds, nor does it indicate whetherNRC will issue the license. On February
2009, PEF received the NRECschedule for review and approval of the COL. (@& petition to intervene in the licensing prodewy was filed witl
the NRC within the required 6@ay notice period by the Green Party of Floride, Muclear Information and Resource Service andEttibogy Party ¢
Florida. On July 8, 2009, the Atomic Safety andensing Board (ASLB) issued a decision acceptingehuf the 12 contentions submitted.

admitted contentions involved questions about theage of lowlevel radioactive waste, the potential impacts lahpconstruction and operation
the aquifer and surrounding waters and the poteintigact of salt water drift from cooling tower apéon. PEF'’s appeal of the ASL8Udecision we
denied and it is expected at this time that a hgawn the contentions will be conducted in 201 hedtCOL applicants have received similar petit
raising similar potential contentions. On DecemBé&r 2008, PEF signed an agreement with Westingh&lesetric Company LLC and Stone
Webster, Inc. for the engineering, procurement emrastruction of two nuclear units at Levy. The caaot price for the two Levy units combinec
approximately $7.650 billion, part of which is setf to agreed upon escalation factdree total escalated cost for the two generatingsuna:
estimated to be approximately $14 billion in P&PBetition for the Determination of Need for Lewycluding land, plant components, financing cc
construction, labor, regulatory fees and the ihitiare for the two units. The necessary transmisgiqguipment and approximately 200 mile:
transmission lines associated with the project esisnated to cost an additional $3 billion.

In 2009, the NRC indicated it would not process RBHimited work authorization request until after C@suance. This factor alone resulted
minimum 20-month irservice schedule shift for the Levy units. Addiabischedule shifts are likely given, among othémngh, the permitting ar
licensing process, state of Florida and macro-ecdniconditions, and recent FPSC DSM and en@figiency goals and other decisions. Uncerte
regarding access to capital on reasonable termid bewanother factor to affect the Levy schedule.

SECURITY

The NRC has issued various orders since Septentlixr ®ith regard to security at nuclear plants. Eheslers include additional restrictions
nuclear plant access, increased security measuneglagar facilities and closer coordination withr @artners in intelligence, military, law enforcent
and emergency response at the federal, state aatléwels. We completed the requirements as @dtlin the orders by the committed dates. A
NRC, other governmental entities and the indusbgtioue to consider security issues, it is possthe more extensive security plans coulc
required.

SPENT FUEL AND OTHER HIGH-LEVEL RADIOACTIVE WASTE

The Nuclear Waste Policy Act of 1982 provides ttarfework for development by the federal governnoénihterim storage and permanent disp
facilities for highlevel radioactive waste materials. The Nuclear W#&xilicy Act of 1982 promotes increased usagetefim storage of spent nucli
fuel at existing nuclear plants. We will contineenhaximize the use of spent fuel storage capabilitiin our own facilities for as long as feasible.

With certain modifications and additional approvhisthe NRC, including the installation and/or exgian of onsite dry cask storage facilities
Robinson, Brunswick and CR3, the Utilitiesdent nuclear fuel storage facilities will be stiffint to provide storage space for spent fuel ggadrol
their respective systems through the expiratiothefoperating licenses, including any license rexiewfor their nuclear generating units. Harris
sufficient storage capacity through the expiratbits renewed operating licenses.

See MD&A — “Other Matters — Nuclear — Spent NuclBael Matters”and Note 22D, respectively, for discussion of tta#us of permanent dispo
facilities and the Utilities’ contracts with the EJor spent nuclear fuel storage.

DECOMMISSIONING

In the Utilities’ retail jurisdictions, provisions for nuclear decorasioning costs are approved by the respective siiity commissions and are ba
on site-specific estimates that include the castsémoval of all radioactive
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and other structures at the site. In the wholgsaigdiction, the provisions for nuclear decommigsing costs are approved by the FERC. A conc
of the operating license for each unit requiresyaproved plan for decontamination and decommissiprsee Note 4D for a discussion of the Utilities’
nuclear decommissioning costs.

ENVIRONMENTAL

GENERAL

We are subject to regulation by various federafesaind local authorities in the areas of air gualivater quality, control of toxic substances
hazardous and solid wastes, and other environmeardatiers. We believe that we are in substantialptiamce with those environmental regulati
currently applicable to our business and operatams believe we have all necessary permits to adnsluch operations. Environmental laws
regulations frequently change and the ultimatescostompliance cannot always be precisely estidhdthe current estimated capital costs assoc
with compliance with pollution control laws and tégtions that we expect to incur are included withID&A — “Liquidity and Capital Resources
Capital Expenditures” and within MD&A — “Other Mats — Environmental Matters.”

We have a formal environmental management systemattage the environmental aspects and impactsrtbusinesses, which generally follows
international 1ISO 14001 standard. We have estaigshprocess to identify environmental risks, tpk@mpt action to address these issues and ¢
appropriate senior management oversight on a mii@sis. Our business units assume daily respbtysfbr ensuring environmental compliance
are supported by several corporate organizatioctding technical environmental professionals,egoence and risk management staff and an e
policy and strategy group. The actions of theseawizations are guided by our Environmental, Healtld Safety Performance Council, whicl
composed of senior executives. The Environmentekltd and Safety Performance Council provides divsteategic direction, guides corpor
environmental policy, monitors environmental regoilg compliance and approves targets that measuaek and drive performance. (
environmental activities are reported to our baafrdirectors’Operations and Nuclear Oversight Committee. Thengiti@e is responsible for clims
change oversight and strategy and therefore assess@lans and activities and makes recommendsatthe full board regarding these matters.

HAZARDOUS AND SOLID WASTE MANAGEME

The provisions of the Comprehensive Environmentdpgdnse, Compensation and Liability Act of 198Camgnded (CERCLA), authorize the EP/
require the cleanup of hazardous waste sites. Sthisite imposes retroactive joint and several llighiSome states, including North Carolina, St
Carolina and Florida, have similar types of ledisla We are periodically notified by regulatonsciuding the EPA and various state agencies, ¢
involvement or potential involvement in sites thay require investigation and/or remediation.

There are presently hazardous waste sites, ingutiem Ward Transformer site (Ward) and several f@tured gas plant (MGP) sites, with respe
which we have been notified by the EPA, the Statdarth Carolina or the State of Florida of our gutial liability, as a potentially responsible
(PRP). We have accrued costs for the sites toxteneour liability is probable and the costs canréasonably estimated. These costs are eligik
regulatory recovery through either base rates st+emovery clauses (See Notes 7 and 21). Both PEQPEdevaluate potential claims against ¢
PRPs and insurance carriers and submit claimsdstr recovery where appropriate. The outcome ofetipegential claims cannot be predicted. W
we accrue for probable costs that can be reasoralilpated, based upon the current status of siew sot all costs can be reasonably estimat
accrued and actual costs may materially exceedaoenuals. Material costs in excess of our accroalgd have an adverse impact on our final
condition and results of operations.

GLOBAL CLIMATE CHANGE

Global climate change is one of the primary corfenvironmental risks identified by our environamimanagement system. Our risks assoc
with climate change are discussed under Item 1AsK'Ractors.”

Growing state, federal and international attentimglobal climate change may result in the regafatf carbon dioxide (CQ) and other GHGs. Tl
full impact of final legislation, if enacted andditional regulation resulting
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from other GHG initiatives cannot be determinedhds time; however, we anticipate that it couldulé in significant rate increases over tim
recover the costs of compliance.

As previously discussed under “Recent Developmemis, are preparing for a carbaonstrained future and are actively engaged initglphap
effective policies to address the issue. We arsgakteps to address globalimate change by changing the way we make etdgtrihrough ou
balanced solution strategy of energy efficiencyeraktive energy and state-of-the-art power geimgrats discussed in MD&A — “Other Matters
Energy Demand.We continuously evaluate new generation optiondetermine if they are realistic for the Southeastgnited States where ¢
operations are located.

See Note 21 and MD&A — “Other Matters — Environnartiatters” for additional discussion of our environmental reedf including specif
environmental issues, the status of the issuesjalscassociated with issue resolutions and owcésted exposures.

EMPLOYEES

At February 19, 2010, we employed approximatelPQQ fulltime employees. Of this total, approximately 2,@d@ployees at PEF are represente
the International Brotherhood of Electrical WorkePsogress Energy and the International Brothertafdelectrical Workers entered into a new three-
year labor contract that began December 2008. Wisider our relationship with employees, includitpse covered by collective bargair
agreements, to be good.

We have a noncontributory defined benefit retiretr(pension) plan for substantially all fulme employees and an employee stock ownershif
among other employee benefits. We also providerittory postretirement benefits, including certhi@alth care and life insurance benefits
substantially all retired employees.

At February 19, 2010, PEC and PEF employed apprateity 5,500 and 4,000 full-time employees, respebti
PEC
GENERAL

PEC is a regulated public utility founded in No@larolina in 1908 and is primarily engaged in theagation, transmission, distribution and sal
electricity in portions of North and South Carolirst December 31, 2009, PEC had a total summerrgéng capacity (including jointly ownu
capacity) of 12,585 MW. For additional informatiabout PEC’s generating plants, see “Electric — PECItem 2, “Properties.” PEG’ syster
normally experiences its highest peak demands gltin@ summer, and the all-time system peak of B2ps&gawattiours (MWh) was set on Augus!
2007.

PEC's service territory covers approximately 34,000asgumiles, including a substantial portion of tlhastal plain of North Carolina extending fr
the Piedmont to the Atlantic coast between the RanRRiver and the South Carolina border, the loREdmont section of North Carolina, an are
western North Carolina in and around the city ohésdlle and an area in the northeastern portio8afth Carolina. At December 31, 2009, PEC
providing electric services, retail and wholes#deapproximately 1.5 million customers. Major whsdée power sales customers include North Car
Eastern Municipal Power Agency (Power Agency), NdBarolina Electric Membership Corporation and RuliVorks Commission of the City
Fayetteville, North Carolina. PEC is subject to thies and regulations of the FERC, the NCUC, t8®SC and the NRC. No single customer acct
for more than 10 percent of PEC’s revenues.

PEC's net income available to parent was $513 mill®531 million and $498 million for the years endedcBmber 31, 2009, 2008 and 2(
respectively. PEC’s total assets were $13.5020hiléind $13.165 bhillion at December 31, 2009 an@2fspectively.
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BILLED ELECTRIC REVENUES

PEC's electric revenues billed by customer classtHe last three years, are shown as a perceofdgtal PEC electric revenues in the table below:

200¢ 200¢ 2007
Residentia 39% 38% 37%
Commercial 27% 26% 26%
Wholesale 16% 17% 18%
Industrial 16% 17% 17%
Other retail 2% 2% 2%

Major industries in PEC'’s service area include cicats, textiles, paper, food, metals, rubber asdtpts, wood products and stone products.
FUEL AND PURCHASED POWER
SOURCES OF GENERATION

PEC’s consumption of various types of fuel depemriseveral factors, the most important of whichtaeedemand for electricity by PECtustomer:
the availability of various generating units, thaitability and cost of fuel and the requiremenit$éegleral and state regulatory agencies.

PEC's total system generation (including jointly ownegbacity) by primary energy source, along with pased power for the last three yea
presented in the following table:

200¢ 200¢ 2007
Coal 44% 45% 48%
Nuclear 44% 43% 42%
Oil/Gas 6% 4% 4%
Purchased powe 5% 7% 5%
Hydro 1% 1% 1%

PEC is generally permitted to pass the cost of &nel certain purchased power costs to its custothessigh fuel costecovery clauses. The futi
prices for and availability of various fuels dissed in this report cannot be predicted with congptetrtainty. See “Commodity Price Riskiider Iten
7A, "Quantitative And Qualitative Disclosures Abdudarket Risk” and Item 1A, “Risk FactorsHowever, PEC believes that its fuel supply cons,
as described below and in Note 22A, will be adegtaimeet its fuel supply needs.

PEC'’s average fuel costs per million British thekonaits (Btu) for the last three years were asofel:

(per million Btu) 200¢ 200¢ 2007
Coal $3.82 $3.3¢ $2.9¢
Nuclear 0.5 0.4€ 0.44
oil 14.8¢ 16.0¢ 12.2¢
Gas 8.1¢€ 10.6¢ 9.1¢
Weightec-average 2.6C 2.44 2.21

Changes in the unit price for coal, oil and gas @ue to market conditions. Because these costprararily recovered through recovery clat
established by regulators, fluctuations do not niegtg affect net income.

Coal
PEC anticipates a burn requirement of approximat8lp million tons of coal in 2010. Almost all dfet coal will be supplied from Appalachian ¢

sources and will be primarily delivered by rail.
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For 2010, PEC has short-term, intermediate and-teng agreements from various sources for approxiynat00 percent of its estimated b
requirements of its coal units. The contracts hexy@ration dates ranging from one ten years. PEC will continue to sign contractsarous length:
terms and quality to meet its expected burn reqerds.

As discussed within MD&A — “Results of OperatiorProgress Energy Carolina — Operation and MaintenafEC has announced that it intend
permanently shut-down certain coal-fired units espnting approximately 30 percent of its ciir@d power generation fleet between 2013 and tid
of 2017 as part of a major coal-to-gas moderninativategy. See “Oil and Gas” for planned gas itasl

Nuclear

Nuclear fuel is processed through four distincgeta Stages | and Il involve the mining and millofgthe natural uranium ore to produce a urai
oxide concentrate and the conversion of this camaeninto uranium hexafluoride. Stages Il andeiMail the enrichment of the uranium hexaflua
and the fabrication of the enriched uranium hexaftie into usable fuel assemblies.

PEC has sufficient uranium, conversion, enrichneerd fabrication contracts to meet its nuclear fegjuirement needs for the foreseeable fu
PEC's nuclear fuel contracts typically have terarsging from three to fifteen years. For a discussibPECS plans with respect to spent fuel stor
see “Nuclear Matters.”

QOil and Gas

Oil and natural gas supply for PEECgeneration fleet is purchased under term and apotracts from various suppliers and PEC has dtvis
instruments limit its exposure to price fluctuaBoPEC has dual-fuel generating facilities that cparate with both oil and gas. The cost of PEGH
and gas is either at a fixed price or determinedriayket prices as reported in certain industry icatibns. PEC believes that it has access -
adequate supply of oil and gas for the reasonaseeable future. PEChatural gas transportation for its gas generasigmurchased under term fi
transportation contracts with interstate pipelineEC also purchases capacity under other contesxtsutilizes transportation for its peaking |
requirements.

The NCUC has granted PEC permission to construotriew generating facilities: a 600-MW combined eydualfuel facility at its Richmon
County, N.C. generating facility and a 950-MW condd cycle natural gasteled facility at a site in Wayne County, N.C. Theilities are expected
be placed in service in 2011 and 2013, respecti®BC has also filed for approval to construct -8RV natural gadueled generating facility at
site in New Hanover County, N.C., projected to ed in service by late 2013 or early 2014.

Purchased Powe

PEC purchased approximately 3.3 million MWh, 4.8lion MWh and 3.9 million MWh of its system energgquirements during 2009, 2008 .
2007, respectively, under purchase obligations gpetating leases and had 1,309 MW of firm purchasgghcity under contract during 2009. F
may need to acquire additional purchased poweradiigpia the future to accommodate a portion ofsystem load needs. PEC believes that it
obtain adequate purchased power to meet these.rndedsver, during periods of high demand, the p&aod availability of purchased power may
significantly affected.

Hydroelectric

PEC has three hydroelectric generating plants $ieérby the FERC: Walters, Tillery and Blewett. P&EI€0 owns the Marshall Plant, which he
license exemption. The total summer generatingaippor all four units is 225 MW. PEC submitted application to relicense for 50 years its Till
and Blewett Plants and anticipates a decision eyFBRC in 2010. The Walters Plant license will exjpn 2034.
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EF

GENERAL

PEF is a regulated public utility founded in Flaxioth 1899 and is primarily engaged in the genematiansmission, distribution and sale of eledy
in portions of Florida. At December 31, 2009, PEdel fa total summer generating capacity (includirigtlyp owned capacity) of 10,013 MW. F
additional information about PEF’s generating pdasee “Electric — PEF” in Item 2, “Properties.” P& system normally experiences its highest
demands during the winter, and the all-time syspeak of 10,822 MWh was set on January 11, 2010.

PEF’s service territory covers approximately 20,000asgumiles in west central Florida, and includesdbesely populated areas around Orland
well as the cities of St. Petersburg and ClearwdEF is interconnected with 22 municipal and @ketectric cooperative systems. At Decembe
2009, PEF was providing electric services, retadl @holesale, to approximately 1.6 million custosadiajor wholesale power sales customers inc
Seminole Electric Cooperative, Inc., Florida Mupali Power Agency, the city of Gainesville, Tampeadiic Company, and Reedy Cr
Improvement District. PEF is subject to the ruled aegulations of the FERC, the FPSC and the NRCsiNgle customer accounts for more tha
percent of PEF’s revenues.

PEF's net income available to parent was $460 mill$833 million and $315 million for the years endedcBmber 31, 2009, 2008 and 2(
respectively. PEF’s total assets were $13.1000hillind $12.471 billion at December 31, 2009 an@2f#spectively.

BILLED ELECTRIC REVENUES

PEF’s electric revenues billed by customer classtHe last three years, are shown as a perceofdagel PEF electric revenues in the table below:

200¢ 200¢ 2007
Residentia 53% 50% 52%
Commercial 26% 25% 25%
Wholesale 8% 12% 9%
Industrial 6% 7% 7%
Other retail 7% 6% 7%

Major industries in PEF territory include phosphate rock mining and pssagg, electronics design and manufacturing, atrdsciand other foc
processing. Other major commercial activities atgism, health care, construction and agriculture.

FUEL AND PURCHASED POWER
SOURCES OF GENERATION

PEF’s consumption of various types of fuel depemtseveral factors, the most important of whichtheedemand for electricity by PEFtustomer
the availability of various generating units, theitability and cost of fuel and the requirementt$ealeral and state regulatory agencies.

PEF’s total system generation (including jointly owneabacity) by primary energy source, along with pased power for the last three yeal
presented in the following table:

200¢ 200¢ 2007
OillGas 44% 34% 32%
Coal 25% 30% 31%
Purchased Powt 20% 21% 23%
Nuclear 11% 15% 14%

PEF is generally permitted to pass the cost of dnel certain purchased power to its customers gfrduel costrecovery clauses. The future prices
and availability of various fuels discussed in tt@port cannot be predicted
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with complete certainty. See “Commodity Price Rigkder Item 7A, “Quantitative And Qualitative Dlssures About Market Riskand Item 1A
“Risk Factors.”"However, PEF believes that its fuel supply contaas described below and in Note 22A, will be adég to meet its fuel supy
needs.

PEF's average fuel costs per million Btu for th&t karee years were as follows:

(per million Btu) 200¢ 200¢ 2007
Qil $11.4: $9.2¢ $8.5¢
Gas 8.4C 10.0: 8.51
Coal 4.2t 3.74 3.2¢
Nuclear 0.52 0.4¢ 0.4¢
Weighteaverage 5.8¢ 5.67 4.8t

Changes in the unit price for coal, oil and gas @ue to market conditions. Because these costprararily recovered through recovery clat
established by regulators, fluctuations do not niegtg affect net income.

Oil and Gas

Oil and natural gas supply for PEFgeneration fleet is purchased under term and spafracts from various suppliers and PEF has dtvi
instruments to limit its exposure to price flucioas. PEF has dual-fuel generating facilities tteat operate with both oil and gas. The cost of BBH’
and gas is either at a fixed price or determinedriayket prices as reported in certain industry igatibns. PEF believes that it has access -
adequate supply of oil and gas for the reasonalvskeable future. PEFhatural gas transportation for its gas generasigrurchased under term fi
transportation contracts with interstate pipelineEF also purchases capacity under other conteatsutilizes transportation for its peaking |
requirements.

Coal

PEF anticipates a requirement of approximatelyngilson tons of coal in 2010. Approximately 60 pent of the coal is expected to be supplied -
Appalachian coal sources and 40 percent suppli@eh ftoal sources in the lllinois Basin and Coloradpproximately 30 percent of the coa
expected to be delivered by rail and the remaibgexater.

For 2010, PEF has intermediate and Iéexgn contracts from various sources for approxitgal®0 percent of its estimated burn requiremeifitiss
coal units. These contracts have price adjustnewnigions and have expiration dates ranging from torten years.

Purchased Powe

PEF purchased approximately 8.7 million MWh, 10.@iom MWh and 11.1 million MWh of its system engrgequirements during 2009, 2008
2007, respectively, under purchase obligationstaijey leases and capital leases and had 1,847 Mikfropurchased capacity under contract du
2009. These agreements include approximately 682 dfVlirm capacity under contract with certain QFEF may need to acquire additic
purchased power capacity in the future to accommeoaagortion of its system load needs. PEF beli¢vaisit can obtain adequate purchased pow
meet these needs. However, during periods of héghaahd, the price and availability of purchased paway be significantly affected.

Nuclear

Nuclear fuel is processed through four distincgeta Stages | and Il involve the mining and millofgthe natural uranium ore to produce a urai
oxide concentrate and the conversion of this camaninto uranium hexafluoride. Stages Il andeiMail the enrichment of the uranium hexaflua
and the fabrication of the enriched uranium hexaftle into usable fuel assemblies.

PEF has sufficient uranium, conversion, enrichnaet fabrication contracts to meet its nuclear faguirement needs for the foreseeable future. PEF’

nuclear fuel contracts typically have terms randgmogn three to fifteen years. For a discussion BFR plans with respect to spent fuel storage
“Nuclear Matters.”
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CORPORATE AND OTHER

Corporate and Other primarily includes the operatiof the Parent and PESC. The Paseuntiallocated interest expense is included in Gatpcan
Other. PESC provides centralized administrativenagament and support services to our subsidiarigish generates essentially all of the segngent’
revenues. See Note 18 for additional informatiooubPESC services provided and costs allocatedubsidiaries. This segment also inclu
miscellaneous nonregulated business areas thaitdeparately meet the quantitative disclosureirements as a reportable business segment.

The Corporate and Other segmemtiet loss attributable to controlling interestssv216 million, $84 million and $309 million forehyears ende

December 31, 2009, 2008 and 2007, respectivelyp&@ate and Other segment total assets were $20i88® and $17.483 billion at December
2009 and 2008, respectively, which were primardynprised of the Parent’s investments in subsidiarie
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ELECTRIC UTILITY REGULATED OPERATING STATISTIC:- PROGRESS ENERG'

Years Ended December

2009 2008 2007 2006 2005
Energy supply (millions of kWh
Generatec
Steam 40,42( 46,77: 51,16 48,77( 52,30¢
Nuclear 29,41: 30,56¢ 30,33¢ 30,60z 30,12(
Combustion Turbines/Combined Cy: 21,25 15,55} 13,31¢ 11,85} 11,34¢
Hydro 651 42¢ 41F 594 74¢
Purchase! 11,99¢ 14,95¢ 14,99/ 14,66/ 14,56¢
Total energy supply (Company sha 103,73: 108,27¢ 110,22 106,48" 109,09(
Jointly owned shar® 5,50( 5,78( 5,351 5,22¢ 5,38¢
Total system energy supg 109,23: 114,05¢ 115,57¢ 111,71 114,47¢
Average fuel cost (per million Bt
Fossil $ 55C $ 53t % 454 % 417 $ 4.0¢
Nuclear fuel $ 05: $ 0.4€ $ 0.4t $ 044 $ 0.44
All fuels $ 3.7¢ % 366 $ 317 % 28¢ % 2.8:
Energy sales (millions of kWi
Retail
Residentia 36,51¢ 36,32¢ 37,11: 36,28( 36,55¢
Commercia 25,52 26,08( 26,21t 25,33: 25,25¢
Industrial 13,65 15,17« 15,72: 16,55 16,85¢
Other Retai 4,75: 4,76¢ 4,80¢ 4,69t 4,60¢
Unbilled 491 (207) (61) (272) (460)
Wholesale 17,80: 21,06 21,33 19,01¢ 21,15]
Total energy sale 98,731 103,30t 105,12! 101,60° 103,97
Company uses and loss 4,99¢ 4.97: 5,10z 4,88( 5,11¢
Total energy requiremen 103,73: 108,27¢ 110,22 106,48" 109,09(
Operating revenues (in million
Retail
Billed $ 8,44¢ % 758t % 767 $ 7,42¢ % 6,607
Unbilled 14 7 1 (6) 2
Wholesale 1,11« 1,28¢ 1,191 1,03¢ 1,10z
Miscellaneous revent 301 28C 27C 262 23¢
Total operating revenues of the Utiliti $ 9,87¢ % 9,16 $ 9,132 $ 8,72t % 7,94¢

@  Amounts represent joint owns share of the energy supplied from the six genegdtiilities that are jointly owne:
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REGULATED OPERATING STATISTICS PEC

Years Ended December

2009 2008 2007 2006 2005
Energy supply (millions of kWh
Generatec
Steam 27,26 28,36 30,77( 28,98t 29,78(
Nuclear 24,46 24,14 24.21: 24,22( 24,29
Combustion Turbines/Combined Cy: 3,63¢ 2,79¢ 2,96( 2,10¢ 2,47%
Hydro 651 42¢ 41F 594 74¢
Purchase! 3,251 4,73¢ 3,901 4,22¢ 4,65¢
Total energy supply (Company sha 59,26¢ 60,46 62,25¢ 60,13¢ 61,95
Jointly owned shar® 5,057 5,20~ 4.,80( 4.64¢ 4,857
Total system energy supg 64,32 65,667 67,05¢ 64,78: 66,80¢
Average fuel cost (per million Bt
Fossil $ 43C $ 401 $ 35C $ 337 % 3.3C
Nuclear fuel $ 05: $ 0.4€ $ 044 $ 04: $ 0.4z
All fuels $ 26C $ 244 % 221 % 20 $ 2.0z
Energy sales (millions of kWi
Retail
Residentia 17,117 17,00( 17,20( 16,25¢ 16,66
Commercia 13,63¢ 13,94: 14,03: 13,35¢ 13,31
Industrial 10,36¢ 11,38¢ 11,90: 12,39: 12,71¢
Other Retai 1,497 1,46¢ 1,43¢ 1,41¢ 1,41C
Unbilled 36C (8) (55) (137 (235)
Wholesale 13,96¢ 14,32¢ 15,30¢ 14,58¢ 15,67
Total energy sale 56,941 58,11¢ 59,82t 57,87¢ 59,541
Company uses and loss 2,317 2,34¢ 2,43¢ 2,25¢ 2,41(
Total energy requiremen 59,26 60,46: 62,25¢ 60,13/ 61,95
Operating revenues (in million
Retail
Billed $ 3,801 % 358: % 3532 % 3,26¢ $ 3,13
Unbilled 5 8 - (1) 4
Wholesale 707 737 754 72C 75¢
Miscellaneous revent 114 10z 97 99 95
Total operating revenut $ 4,627 $ 4,42¢  $ 4,388 % 4,08¢ $ 3,991

@ Amounts represent joint owr's share of the energy supplied from the four gdimgrfacilities that are jointly owne:
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REGULATED OPERATING STATISTICS- PEF

Years Ended December

2009 2008 2007 2006 2005
Energy supply (millions of kWh
Generatec
Steam 13,15¢ 18,40¢ 20,39 19,78t 22,52¢
Nuclear 4,94¢ 6,42F 6,124 6,38 5,82¢
Combustion Turbines/Combined Cy:t 17,62( 12,76: 10,35¢ 9,751 8,87¢
Purchase: 8,74¢ 10,22: 11,09: 10,43t 9,91(
Total energy supply (Company sha 44,46¢ 47,81¢ 47,96¢ 46,35: 47,13¢
Jointly owned shar® 442 57¢ 551 57¢ 531
Total system energy supg 44,91; 48,39 48,52( 46,92¢ 47,67(
Average fuel cost (per million Btt
Fossil $ 6.8¢ % 6.87 $ 5.8C $ 5.0¢ % 4.8¢
Nuclear fuel $ 05z $ 04¢ % 0.4t % 05C $ 0.51
All fuels $ 5.8t $ 567 $ 48t $ 421 $ 4.1t
Energy sales (millions of kWt
Retalil
Residentia 19,39¢ 19,32¢ 19,91: 20,021 19,89
Commercia 11,88¢ 12,13¢ 12,18:¢ 11,97¢ 11,94¢
Industrial 3,28¢ 3,78¢ 3,82( 4,16( 4,14(
Other Retai 3,25¢ 3,30z 3,361 3,27¢ 3,19¢
Unbilled 131 (99 (6) (23E (225
Wholesale 3,83¢ 6,734 6,024 4,434 5,484
Total energy sale 41,79( 45,19( 45,30( 43,731 44,43¢
Company uses and loss 2,67¢ 2,62¢ 2,66¢ 2,62 2,70%
Total energy requiremen 44 ,46¢ 47,81¢ 47,96¢ 46,35: 47,13¢
Operating revenues (in million
Retalil
Billed $ 4,64¢ $ 4,00 $ 4,13t $ 4,161 $ 3,474
Unbilled 9 (1) 1 (5) (6)
Wholesale 407 551 437 31¢ 344
Miscellaneous revent 187 17¢ 173 164 143
Total operating revenut $ 5251 $ 4,731 $ 4,74¢  $ 4,63¢ $ 3,95¢

@ Amounts represent joint own'’ share of the energy supplied from the two genegdtinilities that are jointly ownes
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ITEM 1A. RISK FACTORS

Investing in the securities of the Progress Reayidsr involves risks, including the risks describetbw, that could affect the Progress Registrand
their businesses, as well as the energy industgeireral. Most of the business information, as waelthe financial and operational data contain
our risk factors is updated periodically in theaep the Progress Registrants file with the SEGo&epurchasing securities of the Progress Regist
you should carefully consider the following risksdathe other information in this combined AnnualpBe, as well as the documents the Prog
Registrants file with the SEC from time to time cBaf the risks described below could result ireardase in the value of the securities of the =
Registrants and your investment therein.

Solely with respect to this Item 1A, “Risk Factdnsnless the context otherwise requires or theldssce otherwise indicates, references to “we,” “us
or “our” are to each of the individual Progress Regnts, and the matters discussed are genemgllicable to each Progress Registrant.

We are subject to fluid and complex government r&gions that may have a negative impact on our mess, financial condition and results
operations.

We are subject to comprehensive regulation by pleltfederal, state and local regulatory agencidsiclwsignificantly influences our operat
environment and may affect our ability to recovests from utility customers. We are required to pgnwith numerous laws and regulations an
obtain numerous permits, approvals, and certificdtem the governmental agencies that regulateuaraspects of our business, including cust
rates, retail service territories, reliability ofirotransmission system, applicable renewable enargy energyefficiency standards, environmer
compliance, issuances of securities, asset adguisiand sales, accounting policies and practared the operation of generating facilities. We de
the necessary permits, approvals and certificaaws been obtained for our existing operations &atl @ur business is conducted in accordance
applicable laws. Changes in laws and regulationsedsas changes in federal administrative polioy angoing and the ultimate costs of compli
cannot be precisely estimated. Such changes cawig dn adverse impact on our financial conditioth r@sults of operations.

The rates that PEC and PEF may charge retail custens for electric power are subject to the authoritf state regulators. Accordingly, our pro
margins and ability to earn an adequate return onviestment could be adversely affected if we do emtitrol and prudently manage costs to -
satisfaction of regulators, or if we do not obtaBuccessful outcomes in our regulatory proceedingsich regulatory decisions may be impactec
economic and public policy considerations withinghiespective jurisdictions.

The NCUC, the SCPSC and the FPSC each exercisatayuauthority for review and approval of theaieelectric power rates charged within
respective state. The Ultilitiestate utility commissions approve base rates, whichaw must give a utility a reasonable opportynd recover it
operating costs and return on invested capitaly Bigo approve recovery of certain additional cost®wn as “pass-througltosts, over and abc
base rates through cagteovery clauses, which vary by jurisdiction; exdéesgpnclude fuel costs, certain purchased powetscgsialified nuclear cos
and specified environmental costs. The commisstansdisagree with our request of appropriate batss,rand can disallow either requested base
or pass-through recoveries on the grounds that sosts were not reasonable and prudent .

The Utilities expect increased future expenditureseveral key areas including, but not limited éoyvironmental compliance, new and exis
generation, transmission and distribution facHifieenewable energy and enegfficiency standards compliance (as applicable)MO8ograms an
fuel and other commodities. Such cost increasekbegilsubject to scrutiny from regulators, policyraekand ratepayers. As referenced above
commissions may disallow any costs that they fincteasonable and imprudent.
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Our financial performance depends on the successfpleration of electric generating facilities by tHétilities and their ability to deliver electrici
to customers.

Operating our electric generating facilities antivédey systems involves many risks, including:

operator error and breakdown or failure of equiphoeprocesses, including repair and replacemewepgosts
failure of information technology systems and netwiafrastructure

operational limitations imposed by environmentabtiter regulatory requiremen

inadequate or unreliable access to transmissiomsitribution asset:

labor disputes and inability to recruit and retsiilled technical workers

inability to successfully and timely execute repaiaintenance and/or refueling outac

interruptions to the supply of fuel and other condities used in generatio

failure to comply with FER-mandated reliability standards for the bulk powectic system

inadequate coal combustion product managementastsr beneficial use) capabilities; e

catastrophic events such as hurricanes, floodeeregtdrought, earthquakes, fires, explosions, rietrattacks, pandemic health events or ¢
similar occurrences

Occurrences of these events could adversely affedinancial condition or results of operations.

Meeting the anticipated demand in otservice territories and fulfilling our environmentacompliance strategies will require, among othérings,
modernization of coal generation facilities, the mstruction within the next decade of new generatifacilities and the siting and construction
associated transmission facilities. We may not Haleato obtain required licenses, permits and rigltbway; successfully and timely compli
construction; or recover the cost of such new geaton and transmission facilities through our bagates or other recovery mechanisms, any
which could adversely impact our financial conditio cash flows or results of operations.

Meeting the anticipated demand within the Utilitisgrvice territories and complying with existing gootential environmental laws and regulati
will require a balanced approach. The three mamehts of this balanced solution are: (1) expandimgenergyefficiency programs; (2) investing
the development of alternative energy resourceshi®rfuture; and (3) operating state-of-t#réplants that produce energy cleanly and effityeloy
modernizing existing plants and pursuing optionsiailding new plants and associated transmissiailities.

The risks of each of the elements of our balano&dtisn include, but are not limited to, the follmg:

Energy-Efficiency and New Energy Resources

We are expanding our DSM, energfficiency and conservation programs and will coné to pursue additional initiatives as these @nogrcan k
effective ways to reduce energy costs, offset gredlrfor new power plants and protect the enviroimen

We are subject to the risk that our customers nwyparticipate in our conservation programs or thatresults from these programs may be less
anticipated. This could impact our compliance wstate-mandated ener@fficiency standards as discussed in the risksrdégg renewable ener
standards. Also, not achieving the energy-efficjeaied conservation measurements we assumed imiogHdrm resource planning could require u
further expand our generation or purchase additipoaer at prevailing market rates.

We are also subject to the risk that customer @pétion in these programs or new technologiesithpact the quantity and pattern of electricityge
may decrease our electric sales and require weetofature rate increases to cover our prudentyrired costs.

As discussed further in the risk factor relatedeioewable energy standards, we are actively engagedariety of alternative energy projects. Tt
alternative energy projects may be determined tdaaost-efficient or cost-effective.
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Modernization and Construction of Generating Plants

We are currently evaluating our options for newegating plants, including gas and nuclear techrietodn 2009, we announced our intention to r
certain coal-fired units in North Carolina that dot have emission control equipment and to constraw natural gafeled units at certain of the
facilities. We are also evaluating the possibitifjconverting certain of these facilities to belégkby natural gas or biomass. At this time, nardéfe
decision has been made regarding the constructionabear plants.

Decisions to build new power plants and successfiipletion of such construction projects are basethany factors including:

projected system load growt

performance of existing generation fle

availability of competitively priced alternative engy sources

projections of fuel prices, availability and setyr

the regulatory environment, including the abilityrecover costs and earn an appropriate return\@siment
operational performance of new technolog

the time required to permit and constrt

environmental impac

both public and policymaker support, including sopgor siting of power plant and associated traission;
siting and construction of transmission faciliti

cost and availability of construction equipmenttenils and skilled labo

nuclear decommissioning costs, insurance, and obsecurity;

ability to obtain financing on favorable terms; ¢

availability of adequate water supp

There is no assurance that we will be able to sisfalty and timely construct new generation fai@titor to expand or modernize existing facili
within our projected budgets or that those expemes will be recoverable through our base ratestloer recovery mechanisms. As with any m
construction undertaking, completion could be dethyr prevented, or cost overruns could be incurasda result of numerous factors, inclu
shortages of material and labor, labor disputesthes interferences, difficulties in obtaining nexary licenses or permits or complying with liceat
permit conditions, and unforeseen engineering, renmiental or geological problems. These constrocfimjects are longerm and may invol
facility designs that have not been previously tresed or that have not been finalized when thmajegt is commenced. Consequently, the pro
potentially could be subject to significant costrieases for labor, materials, scope changes amdjeban design. Unsuccessful construction, expa
or modernization efforts could be subject to addgil costs and/or the write-off of our investmenttie project or improvement.

The construction of new power plants and associatpdnsion of our transmission system will reqaiggnificant amount of capital expenditures.
cannot provide certainty that adequate externaniiing will be available to support the construttiddditionally, borrowings incurred to finar
construction may adversely impact our leveragegciviebuld increase our cost of capital. For centeiw baseload generation facilities, we may pt
joint ventures or similar arrangements with thiattges in order to share some of the financing @petational risks, but we cannot be certain we
be able to successfully negotiate any such arraageriurthermore, joint ventures or joint ownersiipangements also present risks and uncerta
including those associated with sharing controlrdkie construction and operation of a facility aatlance on the other pargy/financial or operation
strength.

Our assumptions regarding future growth and resylpower demand in our service territories may bmtrealized. Like other parts of the Un
States, our service territories and business haee hegatively impacted by the current economiditioms. The timing and extent of the recover
the economy cannot be predicted. We may increasbaseload capacity based on anticipated growtideand have excess capacity if those leve
not realized. The resulting excess capacity magexdhe reserve margins established by the NCUS8Cand FPSC to meet our obligation to s
retail customers and, as a result, may not be srable.
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Nuclear

In addition to the risks discussed above, the ssfakeconstruction of a new nuclear power plantiegs the satisfaction of a number of conditiontse
conditions include, but are not limited to, the twomed operation of the industry’s existing nuclélaet in a safe, reliable and casffective manner, ¢
efficient and successful licensing process andableiprogram for managing spent nuclear fuel. Weeaprovide certainty that these conditions
exist. While we have not made a final determinattomuclear construction, we have taken stepsep k@en the option of building a plant or ple
We will continue to evaluate the ongoing viabildf our nuclear construction projects based on terdateria, including obtaining the COL, pub
regulatory and political support; adequate finanocistrecovery mechanisms; and availability and termsapital financing. Adverse changes in tf
criteria could result in project cost increasepraject termination.

PEF has entered into an EPC agreement for LevyeNt@n half of the contract price is fixed or fimith agreed upon escalation factors. Genel
the EPC contractor will not be obligated to payiitated damages for events or circumstances tivarsely affect its ability to fulfill its obligatios tc
the extent that the events or circumstances arerfoeifs reasonable control and are not causedsbyr iits subcontractorsiegligence or lack of di
diligence and could not have been avoided by ttee afsits reasonable efforts. For termination withcause, the EPC agreement contains
provisions with termination fees and costs, whicyrbe significant, that vary based on the termamatircumstance. Under the EPC agreement, w
responsible for a number of matters in connectidh the construction, completion and stapt-of Levy, including obtaining the COL; performay,
oversight and review of certain surveillance anstitg functions; and acceptance of turnover of esyst from the EPC contractor. Becaus
anticipated schedule shifts, we are negotiatingraendment to the EPC agreement. If Levy is defasredhncelled, PEF may incur additional cont
suspension, termination and exit costs that wautdeiase its unrecovered investment. The magnatifitteese contract suspension, termination ai
exit costs cannot be determined at this time.

A new nuclear plant may be eligible for the fedgradduction tax credits and risk insurance provibgdEPACT. Multiple utilities have announc
plans to pursue new nuclear plants. There is ncagitee that any nuclear plant constructed by uddwgualify for these incentives.

In addition, other COL applicants would be pursuirgulatory approval, permitting and constructidnreaughly the same time as we wol
Consequently, there may be shortages of qualifidividuals to design, construct and operate thesggsed new nuclear facilities.

Gas

In addition to the risks discussed above, the ssfukconstruction of a gdged plant requires access to an adequate sugphataral gas. The g
pipeline infrastructure in eastern and western IN@arolina is limited. Existing pipelines will hate be extended to the new plant locations pri
commencement of operations, which introduces glesrassociated with a critical construction projesttunder our direct control. Power plants fu
by fossil fuels such as natural gas and fuel oit &/G, which may be subject to future regulation.

Coal

In addition to the risks discussed above, the ssfakmodernization of a cofited power plant requires the satisfaction of anber of condition:
including, but not limited to, consideration of essions that impact air and water quality and mameg of coal combustion products such as
bottom ash and fly ash.

We are subject to renewable energy standards thayinave a negative impact on our business, finahcandition and results of operations

We are subject to state renewable energy standahdsrth Carolina. North Carolina’standards include use of energy from specifiadwable ener¢
resources or implementation of eneefficiency measures totaling 12.5 percent by 2@2drida energy law enacted in 2008 includes prowisifo
development of a renewable portfolio standard bet rulemaking process is not complete. We may Ibjestuto additional state or federal le
standards in the future that could require theiti¢t to produce or buy a higher portion of theiesyyfrom renewable energy sources. Mandated
and federal standards could result in the user@wable energy sources that are not cost-
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effective in order to comply with requirementswé are not able to receive retail rates reflecting costs or investments to comply with the sta
federal standards, our financial condition and ltesaf operation may be adversely affected.

There are inherent potential risks in the operatiaf nuclear facilities, including environmental, edth, regulatory, terrorism, and financial risk:
that could result in fines or the shutdown of ouruclear units, which may present potential financiaxposures in excess of our insurar
coverage

PEC operates four nuclear units (three of whichj@rgly owned) and PEF jointly owns and operatee auclear unit. In addition, we are exploring
possibility of expanding our nuclear generatingazty to meet future expected baseload generateeds1 Our nuclear facilities are subjec
operational, environmental, health and financiaksisuch as the ability to dispose of spent nudiealy maintaining adequate capital reserve:
decommissioning, limitations on amounts and typke#surance available, potential operational ligies and extended outages, and the cos
securing the facilities against possible terraaishcks. We maintain decommissioning trusts andreat insurance coverage to minimize the final
exposure to these risks. However, damages fromceident or business interruption at our nucleatsuoould exceed the amount of our insuri
coverage. For PEF, it may incur liabilities to @eners in the event of extended outages or operatidess than full capacity. If the Utilities aret
allowed to recover the additional costs incurretthesi through insurance or regulatory mechanisms,results of operations could be negati
impacted.

The NRC has broad authority under federal law tpdse licensing and safetglated requirements for the operation of nuclearegation facilities. |
the event of noncompliance, the NRC has the authtwriimpose fines, set license conditions, shwtrda nuclear unit, or take some combinatio
these actions, depending upon its assessment sktleity of the situation, until compliance is izsfed. Revised safety requirements promulgate
the NRC could require us to make substantial exipered at our nuclear plants. In addition, althoughhave no reason to anticipate a serious nt
incident at our plants, if an incident did occtrgould materially and adversely affect our resofteperations or financial condition. A major idein
at a nuclear facility anywhere in the world coudétise the NRC to limit or prohibit the operatiordioensing of any domestic nuclear unit.

Our nuclear facilities have operating licenses theg¢d to be renewed periodically. We anticipatecassful renewal of these licenses. Howe
potential terrorist threats and increased publiatgty of utilities could result in an extended pess with higher licensing or compliance costs.

With the prospect of construction of a number offmeiclear facilities across the country and an @gkilled workforce, there is increased compet
within the energy sector for skilled technical werk for both the construction and operation of @aicfacilities. Our ability to successfully operata
nuclear facilities is dependent upon our continaleitity to recruit and retain skilled technical Wers.

We are subject to numerous environmental laws amdjulations that require significant capital expertdies, increase our cost of operations, ¢
may impact or limit our business plans, or exposeto environmental liabilities.

We are subject to numerous environmental regulataffecting many aspects of our present and fubperations, including air emissions, wi
quality, wastewater discharges, solid waste, ardrt®us waste production, handling and disposasé&Maws and regulations can result in incre
capital, operating and other costs, particularithwegard to enforcement efforts focused on exgstiower plants and compliance plans with rega
new and existing power plants. These laws and atigus generally require us to obtain and complthwi wide variety of environmental licens
permits, authorizations and other approvals. Baithlip officials and private individuals may seek @aforce applicable environmental laws
regulations. Failure to comply with applicable riegions and permits might result in the impositadrfines and penalties by regulatory authoritie®
cannot provide assurance that existing environnheatulations will not be revised or that new eowimental regulations will not be adoptec
become applicable to us. Increased compliance awstglditional operating restrictions from revisedadditional regulation could have a mate
adverse effect on our results of operations, pddity if those costs are not fully recoverablenfrour ratepayers.
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In addition, we may be deemed a responsible partyefivironmental cleanp at sites identified by a regulatory body or ptévparty. We cann
predict with certainty the amount or timing of fteuexpenditures related to environmental mattecale of the difficulty of estimating cleaip-costs
There is also uncertainty in quantifying liabilgi@nder environmental laws that impose joint anceis® liability on all PRPs. While we accrue
probable costs that can be reasonably estimatddalhoosts can be reasonably estimated or accamedactual costs may materially exceed
accruals. Material costs in excess of our accre@ldd have an adverse impact on our financial c@mrdand results of operations.

Our coalfired plants produce coal combustion products, arilp ash. The EPA and a number of states are dering additional regulatory meast
that may affect management, treatment, marketingdisposal of coal combustion products. PE@poundment dams are subject to additional
regulation due to a North Carolina law enacted @2 Until the applicable state agency inspect edcthe affected dams, we cannot predi
additional safetyelated measures will be required. We are alsouatialy the effect on groundwater quality from paistl current operations, wh
may result in operational changes and additionalsuees. Revised or new laws or regulations undesideration may impose changes in solid w
classifications or additional environmental corgrfr groundwater protection, and future mitigatafirelated impacts could have a material impa
our results of operations or financial condition.

Our compliance with environmental regulations, unithg those to reduce emissions of NOx, s4d mercury from codired power plants, requir

significant capital expenditures that impact owaficial condition. These costs are eligible forutetpry recovery through either base rates or cost
recovery clauses. These costs could be higherdinaantly expected and have an adverse impact oresults of operations and financial condition.

The operation of emission control equipment needexbmply with requirements set by various envirental regulations increases our operating
and reduces the generating capacity of our ficed-plants. O&M expenses significantly increase do the additional personnel, materials and gd
maintenance associated with operation of the egeipnOperation of the emission control equipmequires the procurement of significant quant
of reagents, such as limestone and ammonia. Futcieases in demand for these items from othatyutibmpanies operating similar equipment ct
increase our costs associated with operating thgegnt. Additionally, the operation of emissiomtol equipment may result in the developmel
collateral issues that require further remediabaet resulting in additional expenditures and afirg costs.

We are subject to risks associated with climate mip@, which could have a negative impact on our mess, financial condition and results
operations. Future legislation or regulation may pose significant restrictions on CQand other GHG emissions. We may incur significardsts t

comply with such legislation or regulation. Physicasks associated with climate change could impast

Growing state, federal and international attentimiglobal climate change may result in the regatatf CO, and other GHGs. Any future legislat

or regulatory actions taken to address global dkntdange represent a business risk to our opesasind the full impact of such initiatives on
operations cannot be determined at this time; heweane anticipate that it could result in signifitaost increases over time, for which the Uti§
would seek corresponding rate recovery. ReductiorSO , emissions to the levels specified by some propasaldd be materially adverse to

financial position or results of operations if agated costs of control or limitation cannot beowsred from ratepayers.

According to the Intergovernmental Panel on Clinfabenge, potential climate change impacts in thehsastern United States could include wa
days and nights, increased total rainfall from lyeatorms, increased tropical cyclone activity, &l rise and increased drought conditions
increase in the number of heat waves, periods afght and sea level rise could result in changemnargy demand due to shifting populations
industry. Destruction caused by severe weathertevamch as hurricanes, tornadoes, severe thundasstand winter storms may result in
operating revenues due to outages, property daaragjether unexpected expenses.

We could become subject to litigation related te purported impacts of GHG emissions. A numbereghl actions have been filed against ¢
electric utilities asserting public and privatesarice, trespass and negligence claims.
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Because weather conditions directly influence thendand for, our ability to provide, and the cost pfoviding electricity, our results of operatior
financial condition and cash flows can fluctuate oa seasonal or quarterly basis and can be negatiweffected by changes in weather conditic
and severe weather

Weather conditions in our service territories diyednfluence the demand for electricity and affélse price of energy commodities necessal
provide electricity to our customers. As a resoll; future overall operating results may fluctustibstantially on a seasonal basis. In additionhawe
historically sold less power, and consequently edrness income, when weather conditions were rifiilile we believe that the Utilitiegharket:
complement each other during normal seasonal ftictos, unusually mild weather could diminish oesults of operations and harm our finar
condition.

Sustained severe drought conditions could impacegdion by PEG hydroelectric plants, as well as our fossil andl@ar plant operations, as th
facilities use water for cooling purposes and fog pperation of environmental compliance equipmEntthermore, destruction caused by se
weather events, such as hurricanes, tornadoegesttnmderstorms, snow and ice storms, can rasldist operating revenues due to outages; prc
damage, including downed transmission and disiobuines; and additional and unexpected expersestigate storm damage.

Our ability to recover significant costs resultinfjom severe weather events is subject to regulatovgrsight, and the timing and amount of a
such recovery is uncertain and may impact our fingial conditions.

We are subject to incurring significant costs résglfrom damage sustained during severe weathemtevWhile the Utilities have historically be
granted regulatory approval to defer and amortizeotlect from customers the majority of signifitatorm costs incurred, the Ultilities’ storm cost-
recovery petitions may not always be granted or n@iybe granted in a timely manner. If we cannobver costs associated with future severe we
events in a timely manner, or in an amount sufficte cover our actual costs, our financial comais and results of operations could be materiald
adversely impacted.

Under a regulatory order, PEF maintains a stormagdgmeserve account for major storms with provisimm implementing an interim retail surche
in the event future storms deplete the reservepandency reviews of storm costs by the FPSC. Steiserve costs attributable to PERVholesal
customers may be amortized consistent with recoskspich amounts in wholesale rates, albeit aeaipd amount per year, which could result il
extended recovery period.

PEC does not maintain a storm damage reserve acandroes not have an ongoing regulatory mechatuisecover storm costs. PEC has previc
sought and received permission from the NCUC aadBiPSC to defer storm expenses and amortize thenfiee-year periods.

Our revenues, operating results and financial cotidn are impacted by customer growth and usage ur eervice territories and may fluctuate wi
current economic conditions. We are also impactgdtbe demand and competitive state of the wholesadeket.

Our revenues, operating results and financial ¢amdare impacted by customer growth and usageto@es growth can be impacted by popula
growth as well as by economic factors, including tat limited to, job growth and housing markentte. The Utilities are impacted by the econc
cycles of the customers we serve. As our servicgdees experience economic downturns, residéntiatomer consumption patterns may change
our revenues may be negatively impacted. If ourroencial and industrial customers experience econawiwnturns, their consumption of electri
may decline and our revenues can be negativelydtagalike other parts of the United States, ouvise territories and business have been impi
by the current economic conditions. The timing axtent of the recovery of the economy cannot belipred. Additionally, our customers co
voluntarily reduce their consumption of electridityresponse to decreases in their disposable iaarndividual energy conservation efforts.

Wholesale revenues fluctuate with regional demdnd| prices and contracted capacity. Our wholegatgfitability is dependent upon mar

conditions and our ability to renew or replace ergi wholesale contracts on favorable terms. Basedconomic conditions in effect when whole
contracts expire, the Utilities may not be sucadsafrenewing or replacing expiring contracts.
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Fluctuations in commodity prices or availability nyaadversely affect various aspects of the Utilitieperations as well as the Utilitiedinancial
condition, results of operations or cash flows

We are exposed to the effects of market fluctuationthe price of natural gas, coal, fuel oil, mael fuel, electricity and other energglatec
commodities, including emission allowances, assalteof our ownership of energglated assets. We have hedging strategies in péacgtigate
fluctuations in commodity supply prices, but to #went that we do not cover our entire exposureotmmodity price fluctuations, or our hedg
procedures do not work as planned, there can b&ssorances that our financial performance will b®tegatively impacted by price fluctuatic
Additionally, we are exposed to risk that our cauparties will not be able to perform their obligas. Should our counterparties fail to perform
might be forced to replace the underlying committregrprevailing market prices. In such event, wghhincur losses in addition to the amount
any, already paid to the counterparties.

Certain of our hedge agreements may result in ¢oeipt of, or posting of, derivative collateral wibur counterparties, depending on the «
derivative position. Fluctuations in commodity @écthat lead to our return of collateral received/ar our posting of collateral with our countertjes
negatively impact our liquidity. Downgrades in auedit ratings could lead to additional collatepakting requirements. We continually monitor
derivative positions in relation to market priceiwity.

Volatility in market prices for fuel and power megsult from, among other items:

weather conditions

seasonality

power usage

illiquid markets;

transmission or transportation constraints or inefficies;

technological change

availability of competitively priced alternative engy sources

demand for energy commaoditie

natural gas, crude oil and refined products, nudleasl and coal production level
natural disasters, wars, terrorism, embargoes Hral oatastrophic events; a
federal, state and foreign energy and environmeatallation and legislatiol

In addition, we anticipate significant capital exgéures for environmental compliance and baselgaderation. The completion of these proj
within established budgets is contingent upon maamables including the securing of labor and matemat estimated costs. The demand and prici
labor and materials are subject to volatility angdynmcrease in the future. We are subject to thle ttiat cost overages may not be recoverable
ratepayers and our financial condition, resultegdrations or cash flows may be adversely impacted.

Prices for emission allowance credits fluctuate.ilé/allowances are eligible for annual recoveryPiaF’s jurisdictions in Florida and PECIn Soutl
Carolina, no such annual recovery exists in NorhoGna for PEC. Future changes in the price avedinces could have a significant adverse fina
impact on us and PEC and, consequently, on oultsesfoperations and cash flows.

As a holding company with no reven-generating operations, the Parent is dependent ggstweam cash flows from its subsidiaries, primartlye
Utilities; its commercial paper and bank facilitiegnd its ability to access the long-term debt aeglity capital markets.

The Parent is a holding company and, as such, dasvenuegenerating operations of its own. The primary casbds at the Parent level are
common stock dividend, interest and principal payts@n the Parent’s senior unsecured debt and tdtgriunding a portion of the Utilitiestapita
expenditures through equity contributions. The R&seability to meet these needs is typically fundéth wividends from the Utilities generated fr
their earnings and cash flows, and to a lessemgxtiévidends from other subsidiaries; repaymenfuoids due to the Parent by its subsidiaries
Parent’s bank facility; and/or the Parent’s abitityaccess the short-term and long-term debt anityecppital markets. Prior to funding the Parent,
subsidiaries have financial obligations that mwesshtisfied, including, among others, their redpedaebt service, preferred dividends and oblige
to trade
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creditors. Additionally, the Utilities could retatheir free cash flow to fund thetapital expenditures in lieu of receiving equityntrdbutions from th
Parent. Should the Utilities not be able to payd#inds or repay funds due to the Parent or if dr@f cannot access the commercial paper marg
bank facilities or the long-term debt and equitpital markets, the Parestability to pay principal, interest and dividendsuld be restricted. Tl
Parent could change its existing common stock divitpolicy based upon these and other businesgdact

Our business is dependent on our ability to sucdelg access capital markets on favorable termsniiis on our access to capital may adver:
impact our ability to execute our business planmursue improvements that we would otherwise relyfonfuture growth.

Our cash requirements are driven by the capitelsive nature of our Utilities. In addition tperating cash flows, we rely heavily on comme
paper, longerm debt and equity. If access to these sourcdiguitlity becomes constrained, our ability to implent our business strategy will
adversely affected. Market disruptions or a dowdgraf our credit ratings could increase our cosimfowing and may adversely affect our abilit
access the financial markets. If we cannot fundeoqmrected capital expenditures and debt matutiiesigh normal operations or by accessing ce
markets, our business plans, financial conditiesults of operations or cash flows may be adveisghacted. See discussion of our expected ci
expenditures in MD&A — “Liquidity and Capital Resoes — Capital Expenditures.”

We issue commercial paper to meet short-term liguiskeds. When financial and economic conditicesutt in tightened shoterm credit market
coupled with corresponding volatility in commercgdper durations and interest rates, we evaluater aptions for meeting our shaerm liquidity
needs, which may include borrowing from our revodyicredit agreements (RCAS), issuing short-ternesioissuing longerm debt and/or issuil
equity. In addition, if our short-term credit ragmare downgraded below Tier 2 (A-ZZF~2) we could experience increased volatility @menercia
paper durations and interest rates and our acoe® tcommercial paper markets may be negativepaated. In that case, we would evaluate «
options for meeting our shotrm liquidity needs as previously described. Thagernative sources of liquidity may not be auaigaor may not hay
comparable favorable terms and, thus, may impactradly our business plans, financial conditiosules of operations or cash flows.

Increases in our leverage or reductions in our cabw could adversely affect our competitive positj business planning and flexibility, financi
condition, ability to service our debt obligatiorsd to pay dividends on our common stock, and apito access capital on favorable terms

As discussed above, we rely heavily on our comrakpaper and longerm debt. Our credit agreements contain certanigions and impose varic
limitations that could impact our liquidity, such erossdefault provisions and defined maximum total debibtal capital (leverage) ratios. Under tt
revolving credit facilities, indebtedness includestain letters of credit and guarantees that areatorded on the Consolidated Balance Sheets.
As previously discussed, we are anticipating extensapital needs for new generation, transmissiod distribution facilities, and environmet
compliance expenditures. Funding these capitalsieedld increase our leverage and present numeskssincluding those addressed below.
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In the event our leverage increases such that yweaph the permitted ratios, our access to cagitdladditional liquidity could decrease. A limitat
in our liquidity could have a material adverse imipan our business strategy and our ongoing fimgnoeeds. Additionally, a significant increas
our leverage or reductions in cash flow could aselgraffect us by:

= increasing the cost of future debt financi

" impacting our ability to pay dividends on our conmrstock at the current rai

= making it more difficult for us to satisfy our etiigy financial obligations

" increasing our vulnerability to adverse economid emglustry conditions

= requiring us to dedicate a substantial portion of ocash flow from operations to debt repaymentrebyge reducing funds available
operations, future business opportunities or gbloeposes

= limiting our flexibility in planning for, or reaatig to, changes in our business and the industihioh we compete

. requiring the issuance of additional equ

= placing us at a competitive disadvantage comparedrmpetitors who have less debt; i

causing a downgrade in our credit ratir

Any reduction in our credit ratings below investmegrade would likely increase our financing costmit our access to additional capital ai
require posting of collateral, all of which could aterially and adversely affect our business, resutf operations and financial condition.

While the longterm target credit ratings for the Parent and tlilitigs are above the minimum investment gradagatwe cannot provide certainty t
any of our current ratings will remain in effect fny given period of time or that a rating willtra® lowered or withdrawn entirely by a rating acy
if, in its judgment, circumstances in the futurevemrrant. Such circumstances could include, amdhgrs, increases in leverage, adverse chany
other financial metrics, and adverse regulatorgoues. Our debt indentures and credit agreemen®idoontain any “ratings triggerswhich woulc
cause the acceleration of interest and principgingsats in the event of a ratings downgrade. Anymjrade could increase our borrowing costs,
adversely affect our access to capital and cowddlirén the posting of additional collateral forrdatives in a liability position, which could netjzely
impact our financial results and business plansy feduction in our credit ratings below investmgnade could also result in collateral pos
requirements for certain of our natural gas trartsgion contracts. We note that the ratings froediragencies are not recommendations to buype
hold our securities or those of PEC or PEF anddeheh agency’s rating should be evaluated indepelydsf any other agency’s rating.

Market performance and other changes may decredse talue of nuclear decommissioning trust funds abdnefit plan assets, which then coi
require significant additional funding.

The performance of the capital markets affectsvdlaes of the assets held in trust to satisfy &ibligations to decommission the Ultilitiesiclea
plants and under our defined benefit pension ahdrqgtostretirement benefit plans. We have significbligations in these areas and hold signifi
assets in these trusts. These assets are subjaetket fluctuations and will yield uncertain retsy which may fall below our projected rates ofire!
Although a number of factors impact our fundinguieements, a decline in the market value of thetasmay increase the funding requirements ¢
obligations for decommissioning the Utilitiesticlear plants and under our defined benefit penai@ other postretirement benefit plans. Additiign
changes in interest rates affect the liabilitiedemthese benefit plans; as interest rates decréwséabilities increase, potentially requirinddétiona
funding. Further, the funding requirements of thégations related to these benefit plans may mseedue to changes in governmental regulation
participant demographics, including increased numué retirements or changes in life expectancymggions. If we are unable to successi
manage the nuclear decommissioning trust fundsandfit plan assets, our results of operation arah€ial position could be negatively affected.

Impairment of goodwill could have a significant nagjve impact on our financial condition and resultsf operations.
Goodwill is required to be tested for impairmentledst annually and more frequently when indicatdfrémpairment exist. All of our goodwill

allocated to our utility segments, and goodwill aifment tests are performed at the utility segnearl.
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We calculate the fair value of our utility segmehtsconsidering various factors, including valuat&tudies based primarily on income and m:
approaches. The calculations in both approachekighty dependent on subjective factors such asagements estimate of future cash flows,
selection of appropriate discount and growth rdtesn a marketplace participastperspective, and the selection of peer utiliied marketplac
transactions for comparative valuation purpose® @stimated future cash flows are based on thigyustgments’business plans that assume
occurrence of certain events in the future, sucthe®utcome of future rate filings, future apprvates of returns on equity, the timing of antitex
significant future capital investments, the antétgul earnings and returns related to such capitabtments, continued recovery of cost of servicd
renewal of certain contracts. These underlying mgsions and estimates are made as of a point ie. tithese assumptions change or shoul
actual outcome of some or all of these assumptiliifier significantly from the current assumptiotise fair value of the utility segments could
significantly different in future periods, whichwd result in a future impairment charge to gootivihpairment of our recorded goodwill could re
in volatility in our GAAP earnings and an increaseour leverage, which could trigger a downgrad®wf credit ratings leading to higher borrow
costs and/or dilution through additional issuaneegommon stockHowever, in the event of a goodwill impairment, de not expect any su
impairment to cause us to violate any financialestrictive covenants contained in our indebtedoesgher contractual arrangements.

Our ability to fully utilize tax credits generatednder Section 29/45K may be limited. This risk istrapplicable to PEC and PEF.

In accordance with the provisions of Section 29/464€ have generated tax credits based on the dasmeinquantity of synthetic fuels produced
sold to unrelated parties. This tax credit progexpired at the end of 2007. The timing of the zaition of the tax credits is dependent upon oualit
income, which can be impacted by a nhumber of factadditionally, in the normal course of busineas; tax returns are audited by the IRS. If oul
credits were disallowed in whole or in part as suleof an IRS audit, there could be significantliidnal tax liabilities and associated interest
previously recognized tax credits, which could havenaterial adverse impact on our earnings and flagls. Although we are unaware of ¢
currently proposed legislation or new IRS regulai@r interpretations impacting previously recordgdthetic fuels tax credits, the value of cre
generated could be unfavorably impacted by sudBl&@n or IRS regulations and interpretations.

ITEM 1B. UNRESOLVED STAFF COMMENT

None
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ITEM 2. PROPERTIES

We believe that our physical properties and thdseuo subsidiaries are adequate to carry on ourthait businesses as currently conducted
maintain property insurance against loss or darbgd@e or other perils to the extent that suchpemy is usually insured.

ELECTRIC —PEC

PEC’s 18 generating plants represent a flexible mifoe§il steam, nuclear, combustion turbines, combityele, and hydroelectric resources, wi
total summer generating capacity of 12,585 MW. ¢ total, Power Agency owns approximately 700 M@h December 31, 2009, PEC had

following generating facilities:

Summer Net
No. of PEC Ownership Capability®
Facility Location Units  In-Service Datt Fuel (in %) (in MW)
FOSSIL STEAM
Asheville Arden, N.C. 2 1964-1971 Coal 100 37¢€
Cape Feal Moncure, N.C 2 195¢-1958 Coal 100 31€
Lee® Goldsboro, N.C 3 19511962 Coal 100 397
Mayo Roxboro, N.C 1 1983 Coal 83.83 727
Robinsor Hartsville, S.C 1 1960 Coal 100 177
Roxboro Semora, N.C 4 196¢-1980 Coal 96.30) 2,42¢)
Sutton(®) Wilmington, N.C. 3 1954-1972 Coal 100 604
Weatherspoo(® Lumberton, N.C 3 194¢-1952 Coal 100 171
Total 19 5,19(
NUCLEAR
Brunswick Southport, N.C 2 1975-1977 Uranium 81.67 1,85¢0)
Harris New Hill, N.C. 1 1987 Uranium 83.83 90C(©)
Robinsor Hartsville, S.C 1 1971 Uranium 100 724
Total 4 3,48:
COMBUSTION TURBINES
Asheville Arden, N.C. 2 199¢-2000 Gas/Qil 100 324
Blewett Lilesville, N.C. 4 1971 Qil 100 52
Darlington Hartsville, S.C 13 1974-1997 Gas/Oil 100 79¢
Lee Goldsboro, N.C 4 196¢-1971 Qil 100 75
Morehead City Morehead City, N.C 1 1968 Qil 100 12
Richmond Hamlet, N.C. 5 2001-2002 Gas/Qil 100 82C
Robinsor Hartsville, S.C 1 1968 Gas/Oil 100 15
Sutton Wilmington, N.C. 3 196¢€-1969 Gas/Oill 100 61
Wayne County Goldsboro, N.C 5 200(-2009 Gas/Oil 100 863
Weatherspool Lumberton, N.C 4 197(-1971 Gas/Oil 100 131
Total 42 3,152
COMBINED CYCLE
Cape Fea Moncure, N.C 2 1969 Oil 100 66
Richmond Hamlet, N.C. 1 2002 Gas/Oll 100 47C
Total 3 53€
HYDRO
Blewett Lilesville, N.C. 6 1912 Water 100 22
Marshall Marshall, N.C. 2 1910 Water 100 4
Tillery Mount Gilead, N.C 4 192¢-1960 Water 100 87
Walters Waterville, N.C. 3 1930 Water 100 112
Total 15 22t
TOTAL 83 12,58t

@ Summer ratings reflect compliance with NERC religbstandards and are gross of joint ownershiprigst.

() PEC has announced that it intends to permanently-dbwn these units between 2013 and the end o7.28&e Item 1 — “PEC Fuel an
Purchased Powt+ Oil and Ga” regarding PE’s plans to build new generation fueled by natuaal

© Facilities are jointly owned by PEC and Power Agerithe capacities shown include Power Age's share
(@ PEC and Power Agency are joint owners of Unit thatRoxboro Plant. PE's ownership interest in this E-MW unit is 87.06 percen
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At December 31, 2009, including both the total gatieg capacity of 12,585 MW and the total firm trawcts for purchased power of 1,309 MW, F
had total capacity resources of approximately 18/29V.

Power Agency has undivided ownership interests8083 percent in Brunswick Unit Nos. 1 and 2, 12@4cent in Roxboro Unit No. 4, 3.77 percer
Roxboro Common facilities, and 16.17 percent inrldaand Mayo Unit No. 1. Otherwise, PEC has good marketable title to its principal plants i
units, subject to the lien of its mortgage and defelust, with minor exceptions, restrictions, aedervations in conveyances, as well as minorcth
of the nature ordinarily found in properties of 8&n character and magnitude. PEC also owns cedasements over private property on w
transmission and distribution lines are located.

At December 31, 2009, PEC had approximately 6,0@uit miles of transmission lines including 300l@si of 500 kilovolt (kV) lines and 3,000 mi
of 230 kV lines. PEC also had approximately 45,@0@uit miles of overhead distribution conductordad2,000 circuit miles of undergro.
distribution cable. Distribution and transmissiastations in service had a transformer capacigppfoximately 55 million kilovolempere (kVA) il
approximately 900 transformers. Distribution limarisformers numbered approximately 538,000 withaggregate capacity of approximately
million kVA.
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ELECTRIC —PEF

PEF’s 14 generating plants represent a flexible mifoséil steam, combustion turbine, combined cycte] auclear resources, with a total sum
generating capacity of 10,013 MW. Of this totalnjoowners own approximately 120 MW. At December 3009, PEF had the following genera

facilities:

Summer Net
No. of PEF Ownershij  Capability®
Facility Location Units In-Service Dat¢ Fuel (in %) (in MW)
FOSSIL STEAM
Anclote Holiday, Fla. 2 19741978 Gas/Oill 100 1,011
Crystal River Crystal River, Fla 4 196¢€-1984 Coal 100 2,267
Suwannee Rive Live Oak, Fla. 3 19521956 Gas/Oil 100 131
Total 9 3,409
COMBINED CYCLE
Bartow St. Petersburg, Fli 1 2009 Gas/Oil 100 1,133®)
Hines Bartow, Fla. 4 199¢-2007 Gas/Qil 100 1,912
Tiger Bay Fort Meade, Fla 1 1997 Gas 100 205
Total 6 3,250
COMBUSTION TURBINES
Avon Park Avon Park, Fla 2 1968 Gas/Oill 100 48
Bartow St. Petersburg, Fli 4 1972 Gas/Oil 100 178
Bayboro St. Petersburg, Fli 4 1973 oil 100 174
DeBary DeBary, Fla. 10 1975-1992 Gas/Oil 100 642
Higgins Oldsmar, Fla 4 196¢1971 Gas/Oill 100 114
Intercession City Intercession City, Fle 14 19742000 Gas/Qil © 980 @
Rio Pinar Rio Pinar, Fla 1 1970 oll 100 12
Suwannee Rive Live Oak, Fla. 3 1980 Gas/Qil 100 153
Turner Enterprise, Fla 4 197(-1974 oll 100 147
University of Florida Cogeneratic Gainesville, Fla 1 1994 Gas 100 46
Total 47 2,494
NUCLEAR
Crystal Rivet Crystal River, Fla 1 1977 Uranium 91.78 860 (d)
Total 1 860
TOTAL 63 10,013

@ Summer ratings reflect compliance with NERC religbstandards and are gross of joint ownershiprigst.

(®) This facility, which had a summer net capacity 86MW in 2008, was converted from fossil steamdmbined cycle and returned to commel
operations in June 200

© PEF and Georgia Power Company are joint owners 23aMW advanced combustion turbine located at BHftercession City site. Geor
Power Company has the exclusive right to the outpthis unit during the months of June throught8eyer. PEF has that right for the remai
of the year

@ Facilities are jointly owned. The capacities shameiude joint owner share.

During 2009, including both the total generatingasity of 10,013 MW and the total firm contracts purchased power of 1,847 MW, PEF had
capacity resources of approximately 11,860 MW.

Several entities have acquired undivided ownerstigrests in CR3 in the aggregate amount of 8.22gmé. The joint ownership participants are:
of Alachua — 0.08 percent, City of Bushnell — Of#¥cent, City of Gainesville — 1.41 percent, Kissiee Utility Authority —0.68 percent, City «
Leesburg — 0.82 percent, Utilities Commission o @ity of New Smyrna Beach — 0.56 percent, CityQafala —1.33 percent, Orlando Utiliti
Commission — 1.60 percent and Seminole Electricp@oative, Inc. — 1.70 percent. PEF and Georgia P@eenpany are cowners of a 143 M\
advance combustion turbine located at BERtercession City Unit P11. Georgia Power Complaay the exclusive right to the output of this
during the months of June through September. PERH&t right for the remainder of the year. OtheeyiPEF has good and marketable title 1
principal plants and units, subject to the lieritefmortgage and deed of trust, with minor exceygjaestrictions and reservations in conveyana
well as minor defects of the nature ordinarily fdun properties of similar character and magnitd@EF also owns certain easements over pi
property on which transmission and distributiore$rare located.
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At December 31, 2009, PEF had approximately 5,0@@it miles of transmission lines including 200lesi of 500 kV lines and approximately 1,!
miles of 230 kV lines. PEF also had approximate8y000 circuit miles of overhead distribution contducand 13,000 circuit miles of undergroi
distribution cable. Distribution and transmissiarbstations in service had a transformer capacitgpproximately 54 million kVA in approximate
800 transformers. Distribution line transformersniered approximately 390,000 with an aggregateaiypaf approximately 20 million kVA.

ITEM 3. LEGAL PROCEEDINGS

Legal proceedings are included in the discussioounfbusiness in PART |, Iltem 1 under “Environméhtand are incorporated by reference he
See Note 22D for a discussion of certain otherllegdters.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDEF

None

The information called for by Item 4 is omitted for PEF pursuant to Instruction 1(2)(c) to Form 10K (Omission of Information by Certain
Wholly Owned Subsidiaries).

EXECUTIVE OFFICERS OF THE REGISTRANTS AHEBRUARY 22, 2010

Name Age Recent Business Experien

William D. Johnson 56 Chairman, President and Chief Executive Officer, Pogress Energy and Florida ProgressOctobe
2007 to presentChairman, PEC and PEF, from November 2007 to present; President and |
Operating Officer, Progress Energy, from January 2005 to October 2@0@up President, PEC, frc
January 2004 to October 2007; Executive Vice PesgidPEF, from November 2000 to November 2
Executive Vice President, Florida Progress, fromvéinber 2000 to December 2003; and Corp:
Secretary, PEC, PEF, Progress Energy Service Compag& and Florida Progress, from November 2
to December 2003. Mr. Johnson has been with Predtaergy (formerly CP&L) since 1992 and serve
Group President, Energy Delivery, Progress Endrgy January 2004 to December 2004. Prior to tie
was President, CEO and Corporate SecretaBrogress Energy Service Company, LLC, from Ocli
2002 to December 2003. He also served as Execufice President —Corporate Relations
Administrative Services, General Counsel and Sagreif Progress Energy. Mr. Johnson served as
President — Legal Department and Corporate Segré@&®&L, from 1997 to 1999.

Before joining Progress Energy, Mr. Johnson wasadnpr with the Raleigh, N.C. office of Hunton

Williams LLP where he specialized in the represgéoreof utilities. He previously served as a lawer&l tc
the Honorable J. Dickson Phillips Jr. of the U.8u@ of Appeals for the Fourth Circu
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Senior Vice President, Energy Delivery, PECJanuary 2008 to present. Mr. Corbett oversees tipes
and services in the Carolinas, including enginegritistribution, construction, metering, power ogation
community relations and customer service. He preshioserved as Senior Vice President, Energy Dslj
PEF, from June 2006 to January 2008, with the sasponsibilities in Florida as mentioned above
served as Vice PresidentDistribution for PEC, from January 2005 to June @08e also served PEC
Vice President -Eastern Region, from September 2002 to January.2005 Corbett joined Progre
Energy in 1999 and has served in a number of ralekjding General Manager of the Eastern Regial
director of Distribution Power Quality and Reliatyil

Before joining Progress Energy, Mr. Corbett spentygars with Virginia Power, serving in a varietf
engineering and leadership rol

President and Chief Executive Officer, PEFJuly 2009 to present. Mr. Dolan oversees all aspel
PEF’s delivery operations, including distribution andstomer service, transmission, and products
services. He previously served as Vice PresideBkternal Relations, PEF, from December 2006 to
2009; Vice President — Bgulatory & Customer Relations, PEF, from March26® December 2006; a
Vice President €orporate Relations & Administrative Services, P&E&m April 2002 to March 2005. V
Dolan has been with PEF since 1986 in positionghofeasing responsibility in the areas of opera,
strategic development, customer services, and a&gyl affairs. Prior to that, he was with Foster adle
Energy Corporation, an international engineering @@nufacturing firm

Senior Vice President, Energy Delivery, PEFJanuary 2008 to present. Mr. Lewis oversees ojoeis
and services in Florida, including engineering,tribsition, construction, metering, power restoraj
community relations, energgfficiency, and alternative energy strategies. Hevipusly served as Vi
President, Distribution, PEF, from August 2007 amuary 2008, Vice President, Distribution Engineg
& Operations, PEF, from December 2005 to August7200ice President, Distribution Operations
Support, PEF, from April 2004 to December 2005 afide President, Coastal Region, PEF, f
December 2000 to April 2004. Mr. Lewis has beerhviHEF in a number of engineering and manage
positions since 1986, including District ManageristBbbution Operations Manager in Pasco Cot
General Manager for the South Coastal region argldRal Vice President of both the North and S
Coastal regions

Executive Vice President, Corporate Development, Bgress Energy July 2009 to present. In his rc
Mr. Lyash is responsible for Progress Enesgiggsource planning, program alternatives, andesgfi@ass¢
construction. He previously served as PresidentGmdf Executive Officer, PEF, from June 2006 tty
2009; Senior Vice President, PEF, from November32@0June 2006; and Vice Presidenransmissio
in Energy Delivery, PEC, from January 2002 to Oeta®003.

Mr. Lyash joined Progress Energy (formerly CP&L)i®93 and spent his first eight years at the Brirl
Nuclear Plant in Southport, N.C. His last positeinBrunswick was as Director of site operationsoBa
joining Progress Energy, Mr. Lyash worked with HeS. Nuclear Regulatory Commission (NRC) i
number of capacities between 1984 and 1
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54 Executive Vice President, Progress EnergySeptember 2008 to present. In his various roles,

50

53

McArthur is responsible for corporate and utilitypport functions, including Corporate Services, fooate
Communications, External Relations, Human Resourcasd Information Technology a
Telecommunications. The compliance, legal and dudittions are also part of his group. He alsose®
Corporate Secretary of Progress Energy, a posit@ohas held since January 2004. Mr. McArthur is
Executive Vice President of PEC since Septembe82BRecutive Vice President of PEF since Nover
2008 and Executive Vice President of Florida Pregr@orporation since January 2010. Mr. McArthui
been with Progress Energy in a number of rolesesi®@01, including General Counsel, Senior '
President, Corporate Relations and Vice Presidrariilic Affairs.

Before joining Progress Energy, Mr. McArthur wassenior adviser to N.C. Governor Mike Eas
handling major policy initiatives as well as medizd legal affairs. Previously, he handled stateegawen
affairs for General Electric Co. He also servedldsf counsel in the N.C. Attorney Genesatiffice, wher
he supervised utility, consumer, health care, andirenmental protection issues. Prior to that

McArthur was a partner with the Raleigh, N.C. dgfiaf Hunton & Williams LLP and served as a law k
to the Honorable Sam J. Ervin Il of the U.S. CafrAppeals for the Fourth Circu

Senior Vice President and Chief Financial OfficerProgress Energy, PEC and PEFSeptember 2008
present. He previously served as Senior Vice Peesidrinance, PEC and PEF, from November 20i
September 2008, and Senior Vice President, Findrogress Energy, from July 2007 to September :
Mr. Mulhern also served as President of Progresgwfes (the unregulated subsidiary of Progressdsy
from 2005 to 2008; Senior Vice President of ContpetiCommercial Operations of Progress Ventl
from 2003 to 2005; Vice President, Strategic Plagnof Progress Energy, from 2000 to 2003; '
President and Treasurer of Progress Energy, fro8¥ 18 2000; and Vice President and Controlle
Progress Energy, from 1996 to 1997.

Before joining Progress Energy (formerly CP&L) i896, Mr. Mulhern was the Chief Financial Office
Hydra Co Enterprises, the independent power sudrsidif Niagara Mohawk. He also spent eight yes
Price Waterhouse, serving a wide variety of martufawy and service business

Senior Vice President and Chief Nuclear Officer, PE and PEF, January 2008 to present. Mr. Sca
oversees all aspects of our nuclear program. Heiqusly served as Vice President at the Bruns
Nuclear Plant from October 2005 to December 2007.9darola joined Progress Energy (formerly CP
in 1998, where he served as Vice President at #red-Nuclear Power Plant until October 2005.

Mr. Scarola entered the nuclear power field in 1%& a design engineer and has held positio

construction, startp testing, maintenance, engineering and operatldasvas the Plant General Mane
at the St. Lucie Nuclear Plant with Florida PoweL.i§ht Company prior to joining Progress Ener
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Senior Vice President, Compliance and General Courk Progress EnergyJanuary 2009 to prese
Mr. Schiller is responsible for Progress Enesgyégal, regulatory, compliance, audit and corpm
governance functions. He serves as Progress Ewsemdyef compliance officer and chairs Prog
Energys Ethics Committee. Mr. Schiller joined Progressefgy in 1997 and previously served as
President, Legal, from December 2000 to Decemb@82Director -Legal Services, from January 200(
December 2000; and Associate General Counsel, frecember 1997 to January 2000.

Before joining Progress Energy, Mr. Schiller wasni8e Counsel at Virginia Electric and Po\
Company. Previously, he was a partner with theigaJeN.C., office of Hunton & Williams LLP

Senior Vice President, Power Operations, PEC and HE July 2007 to present. Ms. Sims oversees {
generation, new generation and transmission caiginj environmental compliance, nonclear fue
procurement and transportation, purchased poweeacess generation sales. In addition, she is nsgple
for leading Progress Energy’s enterprigiele Continuous Business Excellence efforts. MmsSpreviousl!
served as Senior Vice President, Regulated SerfricesJanuary 2006 to July 2007; Vice Presidenssh
Fuel Generation of Progress Energy and PEF, frotnala 2006 to April 2006; Vice President, Regul
Fuels of Progress Energy, from December 2004 tcedber 2005; Chief Operating Officer of Prog
Fuels Corporation, from February 2002 to Decemli®42 and Vice President, Business Operatiol
Strategic Planning of Progress Fuels Corporatiam fJune 2001 to February 2002.

Before joining Progress Energy in 1999, Ms. Sims with General Electric, where she served in a rai
of management and operations positions for overeHss.

Chief Accounting Officer and Controller, Progress Ehergy and Florida Progress,June 2005 to prese
Chief Accounting Officer, PEC and PEF, from Jun@2@nd November 2005, respectively, to preseni
Vice President and Controller, Progress EnergyiSe@ompany, LLC, from January 2005 and June -
respectively to present. Mr. Stone previously sgras Controller of PEF and PEC, from June 20(
November 2005. Since 1999, Mr. Stone has servedr&s Energy in a number of roles in corpc
support including Vice President — Capital Plagnand Control; and Executive Director Financia
Planning & Regulatory Services, as well as in u@asimanagement positions with Energy Supply and
Services.

Prior to joining Progress Energy, Mr. Stone workedan auditor with Deloitte & Touche in CharlotteC.
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Lloyd M. Yates 49 President and Chief Executive Officer, PECJuly 2007 to present. Mr. Yates oversees all aspe!

PEC's delivery operations, including distributiondacustomer service, transmission, and product:
services. He previously served as Senior Vice Beasj PEC, from January 2005 to July 2007, whe
was responsible for overseeing the four operatiandlcustomer service regions in the Carolinasjedisas
the distribution function. He served PEC as VicesRtent —Transmission, from November 2003
December 2004 and as Vice President — Fossili@goe, from November 1998 to November 2003.

Before joining Progress Energy (formerly CP&L) 9B, Mr. Yates was with PECO Energy for ove
years in several line operations and managemeitiqes

*Indicates individual is an executive officer ofdgress Energy, Inc., but not PEC.
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PART Il

ITEM 5. MARKET FOR THE REGISTRANTSCOMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSBER PURCHASES O
EQUITY SECURITIES

PROGRESS ENERG®

Progress Energy’s Common Stock is listed on the Mevk Stock Exchange under the symbol PGN. The bigth low intraday stock sales prices
each quarter for the past two years, and the dagtedds declared per share are as follows:

Dividends
High Low Declarec
2009
First Quarter $ 40.8¢ $ 31.3¢ $ 0.62(
Second Quarter 38.2( 33.5( 0.62(
Third Quarter 40.0¢ 35.97 0.62(
Fourth Quarter 42.2( 36.61 0.62(
2008
First Quarte! $ 49.1¢ $ 40.5¢ $ 0.61t
Second Quarte 43.5¢ 41.0C 0.61¢
Third Quartet 45,52 40.11 0.61¢
Fourth Quarte 45.6( 32.6( 0.62(

The December 31 closing price of our Common Stoek %41.01 for 2009 and $39.85 for 2008. At Febrizgry2010, we had 53,92®lders o
record of Common Stock.

Progress Energy expects to continue its policyayfimg regular cash dividends; however, dividendssaibject to declaration by the Board of Direc
and the existing common stock dividend policy cothdnge based upon business factors, includingefarnings, capital requirements, and fina
condition.

Neither Progress Ener's Articles of Incorporation nor any of its debtighktions contain any restrictions on the paymerdieidends, so long as
shares of preferred stock are outstanding. Ouridialoigs have provisions restricting dividends éntain limited circumstances (See Notes 9 and 11B).

Information regarding securities authorized forugssce under our equity compensation plans is iecluth Progress Energy’definitive prox
statement for its 2010 Annual Meeting of Sharehaide

(a) Recent Sales of Unregistered Securities; Use afdes from Registered Securiti

RESTRICTED STOCK UNIT AWARD PAYOUTS:

(1) Securities Delivered.On October 5, 2009, 1,772 shares, of our comrtamk svere delivered to a former employee pursuaié terms of tr
Progress Energy 2002 and 2007 Equity Incentive P{&rdividually and collectively, the “EIP,"Wwhich have been approved by Prog
Energys shareholders. Additionally, on November 27, 208942 shares of our common stock were deliverethéoestate of a form
employee pursuant to the terms of the EIP. Theeshaf common stock delivered pursuant to the EIRevmewly issued shares of Prog
Energy.

(2) Underwriters and Other Purchase No underwriters were used in connection withdblvery of our common stock described abc

(3) Consideration.The restricted stock unit awards were grantedré@ige an incentive to the former and current ery@és to exert their utmc
efforts on Progress Ener' s behalf and thus enhance our performance whiaialj the employer interest with those of our shareholde
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contributory employee benefit plan, and thus ditlineolve an offer to sell or sale of securitieghin the meaning of Section 2(3) of the
Securities Act of 1933. Receipt of the shares ofooimmon stock required no investment decisiorherpart of the recipien

PERFORMANCE SHARE SUB-PLAN AWARD PAYOUTS:

(1) Securities Delivered.On November 27, 2009, 7,650 shares of our constmok were delivered to the estate of a former eygd pursuant to
the terms of the EIP. The shares of common stolikeded pursuant to the EIP were newly issued shaférogress Energ

(2) Underwriters and Other Purchase No underwriters were used in connection withdblvery of our common stock described abc

(3) Consideration. The performance share awards were granted taderew incentive to the former employee to exestutinost efforts on our
behalf and thus enhance our performance while ialigthe employe’s interests with those of our sharehold

(4) Exemption from Registration ClaimedThe common shares described in this Item weligateld pursuant to a broad-based involuntary, non-

contributory employee benefit plan, and thus ditlineolve an offer to sell or sale of securitieghin the meaning of Section 2(3) of the
Securities Act of 1933. Receipt of the shares ofoommmon stock required no investment decisiorherpart of the recipien

(b) Purchases of Equity Securities by the Issuer aditigd¢d Purchaser:

Issuer purchases of equity securities for fourtartpr of 2009 are as follows:

(d)

(c) Maximum Numbe

@ Total Number ¢ (or Approximate Dolle

Total Numbe (b) Shares (or Unit: Value) of Share

of Share Average Pric Purchased as Part (or Units) that May Ye

(or Units) Purchase Paid Per Sha Publicly Announce Be Purchased Under |

Period (1) (2) (3) (4 (or Unit) Plans or Programs ( Plans or Programs (

October 1- October 31 787,14° $37.936! N/A N/A
November - November 3( 95,40¢ 37.292; N/A N/A
December = December 3: 25,70( 41.208:¢ N/A N/A
Total 908,25¢ $37.961! N/A N/A

(1) At December 31, 2009, Progress Energy did not hayepublicly announced plans or programs to pureisagres of its common sto

(2) The plan administrator purchased 667,277 sharegiotommon stock in opemarket transactions to meet share delivery obbgatiunder tr
Progress Energy 401(k) Savings & Stock Ownersham P401(k)) (See Note 9E

(3) The plan administrator purchased 240,250 sharegiotommon stock in opemarket transactions to meet share delivery obbgatiunder tr
Savings Plan for Employees of Florida Progress Quaitfpn (See Note 9B

(4) During the fourth quarter of 2009, 729 shares afemmmon stock were withheld to pay taxes due uperpayout of certain Restricted Stock |
awards and Performance Share-Plan awards pursuant to the terms of our 2002 80@ Zquity Incentive Plan
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PEC

Since 2000, the Parent has owned all of BE@mmon stock, and as a result there is no estaolipublic trading market for the stock. PEC lethal
issued nor repurchased any equity securities siaceming a wholly owned subsidiary of the Pareniriiy 2009 and 2007, PEC paid dividends tc
Parent totaling the amounts shown in P&EStatements of Common Equity included in the fom@rstatements in PART II, Item 8. During 2008,G
paid no dividends to the Parent. PEC has provisiessicting dividends in certain circumstancese(8®etes 9 and 11). PEC does not have any ¢
compensation plans under which its equity secsraie issued.

PEF
All shares of PEFS common stock are owned by Florida Progress aradrasult there is no established public tradingketafor the stock. PEF h
neither issued nor repurchased any equity secusiiece becoming an indirect subsidiary of the marm@uring 2009, 2008 and 2007, PEF paic

dividends to Florida Progress. PEF has provisiessricting dividends in certain circumstances (Beé&es 9 and 11). PEF does not have any e
compensation plans under which its equity secsraie issued.
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ITEM 6. SELECTED FINANCIAL DATA

The selected financial data should be read in cmtjon with the consolidated financial statemertd &he notes thereto included elsewhere in
report.

PROGRESS ENERG®

Years Ended December

(in millions, except per share da 200¢ 2008®@ 2007® 2006®@ 2005@
OPERATING RESULTS
Operating revenue $ 9,88 $ 9,167 $ 9,15: $ 8,72¢ $ 7,94¢

Income from continuing operations before cumula
effect of changes in

accounting principles, net of t 84C 77¢ 702 567 527
Net income 761 83¢ 49¢ 62C 66¢€
Net income attributable to controlling intere 757 83C 504 571 697

PER SHARE DATA ®
Basic and diluted earniny
Income from continuing operations attributable

controlling interests, net of te $ 29¢ $ 298 $ 27C  $ 21¢ $ 2.1C
Net income attributable to controlling intere 2.71 3.17 1.9€ 2.27 2.8C
ASSETS $ 31,23t $ 2987 $ 26,33¢ $ 25,83. $ 27,08
CAPITALIZATION AND DEBT
Common stock equit $ 9,44¢ % 8,681 $ 8,39t % 8,25¢ % 8,011
Noncontrolling interest 6 6 84 10 36
Preferred stock of subsidiari 93 93 93 93 93
Long-term debt, ne© 12,05 10,65¢ 8,73 8,83t 10,44¢
Current portion of lon-term debr 40€ - 877 324 513
Shor-term debi 14C 1,05( 201 - 17¢%
Capital lease obligatior 231 23¢ 247 72 18
Total capitalization and de $ 22,37¢  $ 20,73 $ 18,63 $ 17,59 $ 19,29:
Dividends declared per common sh $ 2480 $ 2465 $ 2448 $ 2428 $ 2.37¢

@ Balances have been restated for the adoption ofaweaunting guidance, which modified the finansi@tement presentation of subsidiaries
are less than wholly owned (See Note

® Balances have been restated for the adoption wof aecounting guidance, which redefined which seigsriand non-vested shaase:
compensation awards are considered to participatar current earnings (See Note

© Includes lon-term debt to affiliated trust of $272 million at &smber 31, 2009 and 2008, $271 million at DecerBe?2007 and 2006 and $:
million at December 31, 2005 (See Note :
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PEC
Years Ended December
(in millions) 200¢ 2008@ 2007@ 2006@ 2005@
OPERATING RESULTS
Operating revenue $ 4627 $ 4,42¢ $ 438t $ 4,08¢ $ 3,991
Net income 514 534 501 457 493
Net income attributable to controlling intere 51€ 534 501 457 492
Net income available to pare 51: 531 49¢€ 454 49C
ASSETS $ 1350 $ 13,16¢ $ 11,95 $ 11,99¢ $ 11,471
CAPITALIZATION AND DEBT
Common stock equit $ 4,651 $ 4,301 $ 3,75: $ 3,36 $ 3,091
Noncontrolling interest 3 4 4 4 5
Preferred stoc 59 59 59 58 58
Long-term debt, ne 3,70¢ 3,50¢ 3,18¢ 3,47( 3,667
Current portion of lon-term debr 6 - 30C 20C -
Shor-term debi®) - 11C 154 - 84
Capital lease obligatior 15 16 17 18 18
Total capitalizatior and deb $ 8,44 $ 7,99¢ $ 7,46¢ $ 7,112 $ 6,924

@ Balances have been restated for the adoption ofaweeunting guidance, which modified the finansi@tement presentation of subsidiaries
are less than wholly owned (See Note

® Includes notes payable to affiliated companiesteel to the money pool program, of $258 million and $11 million at December 31, 200807
and 2005, respectivel

PEF
The information called for by Item 6 is omitted for PEF pursuant to Instruction I(2)(a) to Form 10K (Omission of Information by Certain

Wholly Owned Subsidiaries).
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION:

The following combined ManagemesitDiscussion and Analysis of Financial Conditiord d@esults of Operations (MD&A) is separately filby
Progress Energy, Inc. (Progress Energy), CaroloveelP & Light Company d/b/a Progress Energy Carglinac. (PEC) and Florida Power Corpora
d/b/a Progress Energy Florida, Inc. (PEF). As ueddiis report, Progress Energy, which includesggRess Energy, Inc. holding company (the Pa
and its regulated and nonregulated subsidiariea @onsolidated basis, is at times referred to as,™Wus” or “our.” When discussing Progre
Energy’s financial information, it necessarily indes the results of PEC and PEF (collectively Ulikties). The term “Progress Registrantgfers t
each of the three separate registrants: Progresg¥,nPEC and PEF. Information contained hereiatired to PEC and PEF individually is filed
such company on its own behalf. Neither of theitit8 makes any representation as to informatitated solely to Progress Energy or the subsidi
of Progress Energy other than itself.

MD&A contains forwardlooking statements that involve estimates, progesj goals, forecasts, assumptions, risks and taiees that could cau
actual results or outcomes to differ materiallynfirthose expressed in the forward-looking statemé&tésise review “Safe Harbor for Forwardeking
Statements” and Item 1A, “Risk Factors,” for a dission of the factors that may impact any such &dalooking statements made herein.

MD&A includes financial information prepared in acdance with accounting principles generally aceéph the United States of America (GAA
as well as certain non-GAAP financial measures, d@mng Earnings” and “Base Revenues,” discussedwbet®enerally, a noGAAP financia
measure is a numerical measure of financial pedowes, financial position or cash flows that exchi@er includes) amounts that are included ir
excluded from) the most directly comparable measateulated and presented in accordance with GAAR.nonGAAP financial measures should
viewed as a supplement to and not a substitutérfancial measures presented in accordance with BAonGAAP measures as presented he
may not be comparable to similarly titled measwssd by other companies.

MD&A should be read in conjunction with the ProgrdSnergy Consolidated Financial Statements. Cegainunts for 2008 and 2007 have t
reclassified to conform to the 2009 presentation.

PROGRESS ENERG®

INTRODUCTION

Our reportable business segments are PEC and REFRhair primary operations are the generatiomsimgssion, distribution and sale of electricit
portions of North Carolina and South Carolina ancportions of Florida, respectively. The “Corporated Other’segment primarily includes t
operations of the Parent, Progress Energy Servieep@ny, LLC (PESC) and other miscellaneous nonatgdlbusinesses (Corporate and Other
do not separately meet the quantitative requiresnasita separate reportable business segment.

STRATEGY

We are an integrated energy company primarily fedusn the endise electricity markets. We own two electric ughtthat operate in regulated re
utility markets in North Carolina, South CarolinadaFlorida and have access to attractive wholesaléets in the eastern United States. The Uti
have more than 22,000 megawatts (MW) of regulatectric generation capacity and serve approximaelymillion retail electric customers as v
as other load-serving entities. Please review “Stfbor for Forward-Looking Statements” and Item IRisk Factors,for a discussion of the factc
that may impact any such forward-looking statememdse herein.

We have a strong track record of meeting our firdr@ommitments and delivering operational exceleeriWe have maintained liquidity and finan
stability and sustained our dividend rate during turrent economic downturn, and we believe thathaee good prospects for growth once
economy begins to recover. An improving nationarexmy may lead to greater mobility for homeownemiad the country and a return of migra
to the Southeast region that is more consisteft higtorical levels. The utility industry, as a vidochowever, faces significant cost pressures iantthe
nearterm, lower retail electricity sales. In additioryrrent economic conditions and anticipated higigpenditures (including for environmer
compliance, renewable
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energy standards compliance and new generatiotransimission facilities) may subject us to an eviginer level of scrutiny from regulators and |
to a more uncertain regulatory environment. Wecipdie the need to prepare for a different kinctiwérgy future -ene that would include, amo
other things, reducing carbon emissions and usingrging technologies such as the Smart Grid anttredevehicles. We believe that our balan
solution strategy provides an effective, flexibtaniework to prepare for this new energy future. iididal information about the strategy, includ
updates on implementation, is included in “Stratdgitiatives” below.

To manage the challenges of the present and prépatee future, management’s priority focus arfes2010 and beyond are as follows:

« Financial Performance

« Operational Performance

« Organizational Effectiveness
« Regulation and Public Polic
« Strategic Initiatives

The first two priorities are core elements of manggur business. The next two priorities will helpable what we can accomplish in the future.
last priority involves making the right investmentdscreate a strong energy future for Progressdynand our customers.

FINANCIAL AND OPERATIONAL PERFORMAN!

Effectively managing expenses, deploying capital anhancing our margin are critical to achievingtaimable earnings growth and attractive long-
term returns for our shareholders. We have instituhroughout our organization systematic appraatbeachieve sustainable cost savings thr
enhanced efficiency and productivity. These ongaingt management initiatives — along with shont@xpense managemenhave enabled us
offset some of the impact of the economic downturd cost pressures and should yield ltevga operations and maintenance (O&M) expense ge
and effective capital management. Also, we recagtiiat our shareholders strongly value our dividand that it is an integral part of our t
shareholder return proposition. Our lolgm goal is to achieve a 70 to 75 percent dividpagout ratio, and we are committed to managing
company such that we reach this target while maimg an attractive, sustainable dividend rate.

Our financial performance depends on the succesgfatation of the Utilitieselectric generating and distribution facilities amdiable delivery ¢
electric service to our customers. Consequentlystiige to excel in safety, operational performaace customer satisfaction. We also focu
rigorous project management in executing our chpitagram, including largeeale capital projects such as construction of gemerating facilitie:
modernization of existing facilities and environrtedrcompliance as well as programs such as demdedyanagement (DSM).

Another operational priority is a fleet alignmenttiative to strengthen the Utilitiesiuclear performance in safely and reliably prodgagtectricity
while meeting the highest standards of environmemtatection in the most efficient manner. The rmyé#ar initiative implements a new busin
model for our five nuclear units and is based austry benchmarking that coordinated, collaboratind standardized operations achieves and st
a higher level of performance than would be possiéach unit operated autonomously. The goateefnitiative are, among other things, to estd
a common vision and set of core values; faciliGgemon procedures across the fleet to accommobatedresources and industry best practices
establish a strong performance-monitoring systeahghovides feedback to management.

ORGANIZATIONAL EFFECTIVENESS
With our managers and supervisors at all levelsemghasize demonstrating the leadership behawiatsfully engage our workforce and optirr
their performance in executing our strategy. Wigato cultivate an inclusive work environment imigh we treat everyone with respect and hold

other to high standards. In addition, we are im@etimg longterm workforce strategies to prepare for our chaggieeds and an aging workforce.
workforce strategy includes recruiting, traininglaetaining a skilled, diverse workforce that reftethe communities we serve.
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REGULATION AND PUBLIC POLIC

PEC and PEF are regulated by the state utility csions in their state jurisdictions. Our regulgtetrategy is based on filing reasonable rate retc
designed to provide recovery of prudent expensdsadir return on utility investments. Our buss@$ans include the assumption that the respe
public utility commissions will provide reasonalskcovery. In 2009, PEC received approval for ital¢o-gas fleet modernization plan discusse
“Strategic Initiatives” as well as multiple DSM,rewable energy and energificiency filings. Also in 2009, PEF successfuligught interim ar
limited rate relief and nuclear cost recovery imri€la. However, in response to a 2009 base rate P&3$- filed with the Florida Public Serv
Commission (FPSC), in January 2010, the FPSC dédmgrant PEF no increase in base rates above wdmatpreviously awarded in 2009 for
repowered Bartow Plant (approximately $132 milleomual revenue requirements). The FRS@®cision was predicated on its desire to holdn
rates. However, we believe the PEF revenue leyalosed in January 2010 is inadequate given ouraticosts of providing customers with relie
service, anticipated costs to responsibly preparéhiir future energy needs and PEFRght by law to a reasonable opportunity to rexdts operatin
costs and return on invested capital. We are ctlyreaviewing our regulatory options in Florida. VBelieve that the FPSE€'regulatory action wi
strongly influenced by the current economic dowmtun a long-term view of Florida’ regulatory environment, we believe that as theney
improves, the need to provide for Florida's enelfigiyire will have a stronger influence in the FPS@exisionmaking process. Consequently, we
not believe the January 2010 decision represepgsraanent change to the regulatory environmentdrida.

We are subject to significant federal and stateulegpns regarding air quality, water quality, amhtof toxic substances and hazardous and
wastes, and other environmental matters. Changfeslaral and state regulation are currently undesitleration for, among others, greenhouse
(GHG) such as carbon dioxide (CQ, coal combustion products, mercury and partieurattter. With the state, federal and internatidoalis ol
global climate change, we are preparing for a aadmmstrained future and are actively engaged inilglphape effective policies to address the i
Reductions in CQ emissions to the levels specified by some propasaiéd be materially adverse to our financial gositor results of operations
associated costs of control or limitation cannotréeovered from ratepayers. The cost impact ofslagion or regulation to address global clin
change would depend on the specific legislatioregulation enacted and cannot be determined atithés However, we anticipate that it could re
in significant rate increases over time to recakercompliance costs.

We are dedicated to seeking achievable, affordelbteate and energy policies. We evaluate publidcygabroposals and actively promote initiati
that are achievable but manage the long-term ¢ostsr customers.

STRATEGIC INITIATIVES

Our balanced solution strategy is intended to dephpital effectively to meet future customer neadd emerging public policies while achieving
financial objectives. It is a three-pronged strgtebgat focuses on energy efficiency, alternativeergp and state-of-thart power generatio
Expenditures to achieve our balanced solution shdad recoverable under base rates or wasgivery mechanisms implemented by our

jurisdictions. Updates on our implementation o tsiirategy are discussed belt

First, we are expanding and enhancing our DSM, ggrefficiency and energy conservation programs. Ngge implemented expanded energy-
efficiency programs to our customers and contimupursue additional initiatives. Federal law enddte2009 contains provisions promoting ent
efficiency and renewable energy and we have begfiedoof our selection for Smart Grid grant negtitins.

Second, we are actively engaged in a variety drréditive energy projects. We have executed costractpurchase approximately 320 MW
electricity generated from solar, biomass and mipaicsolid waste sources. While this currently esgnts a small percentage of our total capacit
will continue to pursue additional contracts foedk and other alternative energy sources.

Third, we are evaluating new generation and flpgrades to meet the anticipated demand at bothdE®EF toward the end of the next decade

are evaluating modernization of existing coal pdaanhd the best new generation options, includingackd design nuclear technology and fyast
combined cycle and combustion turbines. In 2009¢@rapleted the repowering of PEF's Bartow Planbstauction of a new 157-MW combustion
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turbine at PEC and the installation of pollutiomtol equipment (or scrubbers) on PEF’s coal-fimit, Crystal River Unit No. 5 (CR5), and PEC’
Mayo Plant. We also received approval to consteu600-MW combined cycle dual-fuel facility and a098W combined cycle natural gdigelec
facility at PEC, which are expected to come onim2011 and 2013, respectively. PEC has filed fipraval to construct a 620-MW natural dasiec
facility. In 2009, we also announced our intenttorembark on a major coal-tzas fleet modernization in North Carolina by retriapproximatel
1,500 MW of older coal-fired units by the end oflZ0and building combinedycle gas. This will provide rate base growth whéducing our carbc
emissions.

While we have not made a final determination onlearcconstruction, we have taken steps to keep tpemption of building a plant or plants.
2008, the Utilities each filed a combined licen€©() application with the Nuclear Regulatory Comsiug (NRC) for two additional reactors eac
Shearon Harris Nuclear Plant (Harris) and at argiele site in Levy County, Florida (Levy).

We have focused on Levy given the need for morediversity in Florida and anticipated federal astdte policies to reduce GHG emissions, as
as existing state legislative policy that is supiperof nuclear projects. PEF has received twahefthree key approvals (with the issuance of a
remaining) and entered into an engineering, pronarg and construction (EPC) agreement for the trepgsed Levy units. In light of a regulat
schedule shift and other factors, our anticipatguital expenditures for Levy will be significantlyss in the near term than previously planned.rlia
2010, PEF will file its annual nuclear cost-recgviling with the FPSC, which will reflect our lateplan with respect to Levy.

In summary, we are effectively dealing with todagfsllenges while taking steps to create long-teatue for our customers and shareholders.
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RESULTS OF OPERATIONS

In this section, we provide analysis and discussioearnings and the factors affecting earningbath a GAAP and noGAAP basis. We introdut
our results of operations in an overview sectidiofeed by a more detailed analysis and discussjobusiness segment.

A reconciliation of “Ongoing Earnings” to GAAP niecome attributable to controlling interests isdwe| followed by an explanation of our n@AAP
financial measurement, “Ongoing Earnings.”

For the year ended December 31, 20( Corporate
(in millions, except per share data PEC PEF and Other Total Per Share
Ongoing Earnings $ 54C $ 46C $ (159 $ 84€ $ 3.0¢
CVO mark-to-market - - 19 19 0.07
Impairment, net of tax @ = = (@) (@) (0.02)
Plant retirement charge, net of tax® a7 - - a7 (0.06)
Cumulative prior period adjustment related to certain
employee life insurance
benefits, net of tax@ (20) = = (20) (0.09
Discontinued operations attributable to controlling
interests, net of tax - - (79 (79 (0.28)
Net income (loss) attributable to controlling inteests® $ 51 §$ 46C  $ (21¢) $ 757 % 2.71
For the year ended December 31, 2008 Corporat
(in millions, except per share da PEC PEF and Othe Total Per Shar
Ongoing Earning $ 531 $ 38: $ (238 $ 77€  $ 2.9¢
Valuation allowance and related net operating t@ssy
forward - - 3 3 (0.09)
Discontinued operations attributable to controllingerests
net of tax = = 57 57 0.22
Net income (loss) attributable to controlling irgsts®) $ 531 % 38: % (84) $ 83C $ 3.17
For the year ended December 31, 2007 Corporat
(in millions, except per share da PEC PEF and Othe Total Per Shar
Ongoing Earning $ 49¢ % 31t $ (118 $ 69 $ 2.71
CVO marl-to-market - - 2 2 (0.01)
Discontinued operations attributable to controllingerests,
net of tax = = (189 (189) (0.74)
Net income (loss) attributable to controlling irsts®  $ 498 $ 31 $ (309 $ 504 $ 1.9¢

@ Calculated using assumed tax rate of 40 per
(®)  Net income attributable to controlling interestsigwwn net of preferred stock dividend requirenwr$(3) million and $(2) million at PEC a
PEF, respectively

Management uses the n@RAAP financial measure Ongoing Earnings (i) as asunee of operating performance to assist in comgaperformanc
from period to period on a consistent basis aneaalily view operating trends; (ii) as a measurepfanning and forecasting overall expectations

for evaluating actual results against such expiectsit (i) as a measure for determining levelsnaentive compensation; and (iv) in communicat
with our board of directors, employees, sharehsldanalysts and investors concerning our finaneéformance. Management believes this non-
GAAP measure is appropriate for understanding thgness and assessing our potential future perforejeébecause excluded items are limite
those that management believes are not representati our fundamental core earnings. We computeo®iggEarnings as GAAP net inco
attributable to controlling interests after exchglidiscontinued operations and the effects of mertientified gains and charges. Some of the exad
gains and charges have occurred in more than queetireg period but are not considered represemativiundamental core earnings. Historici
Ongoing Earnings for our reportable segments,
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which are PEC and PEF, have been consistent watimibst comparable GAAP measure, net income atatibeito controlling interestén 2009, PE(
recorded charges that management determined shewddcluded from PEG’Ongoing Earnings. The charges were related atmed retirement
certain coafired generating units prior to the end of theiefus lives and a cumulative prior period adjustmesiated to certain employee |
insurance benefits. The prior period adjustmeniciwivas recorded in the fourth quarter of 2009ds material to previously issued or current pe
financial statements. Ongoing Earnings is not asmeacalculated in accordance with GAAP, and shheldriewed as a supplement to, and r
substitute for, our results of operations preseimextcordance with GAAP.

OVERVIEW
FOR 2009 AS COMPARED TO 2008 AND 2008 AS COMPAREROD7

For the year ended December 31, 2009, our net iacattnibutable to controlling interests was $75Tiam, or $2.71 per share, compared to $
million, or $3.17 per share, for the same period008. The decrease as compared to prior year waprimarily to:

« unfavorable impact of discontinued non-utility messes (Ongoing Earnings adjustment);
« unfavorable net retail customer growth and usagleeabtilities;

« higher interest expense; and

« higher base depreciation and amortization at thiaiek.

Partially offsetting these items were:

« net impact of returns earned on higher levels clear and environmental cost recovery clause (ECi6gts at PEF;
« favorable impact of interim and limited base ratief at PEF;
« depreciation and amortization expense recognize#0P8 at PEC related to North Carolina Clean Smiak&s Act (Clean Smokestacks #

amortization expense and depreciation expenseiatstaevith the accelerated c-recovery program for nuclear generating assets
« favorable weather at the Utilitie

For the year ended December 31, 2008, our net iacattnibutable to controlling interests was $830liam, or $3.17 per share, compared to $
million, or $1.96 per share, for the same periodd07. The increase in 2008 as compared to 200 duagprimarily to:

« favorable impact of discontinued r-utility businesses (Ongoing Earnings adjustme

« favorable allowance for funds used during constoncfAFUDC) at the Utilities;

« increased retail base rates at PEF;

« higher wholesale revenues at PEF;

« lower purchased power capacity costs at PEC dtlestexpiration of a power buyback agreement; and
« favorable net retail customer growth and usagee&.P

Partially offsetting these items were:

« higher interest expense at PI

« higher income tax expense due to the benefit flmarctosure of certain federal tax years and pasitin 2007

« unfavorable net retail customer growth and usadrEs;

« unfavorable weather at PE

« higher investment losses of certain employee betrafits at PEF and Corporate and Other resultmg the decline in market conditions; and
« higher depreciation and amortization expense até&X€kiding prior year recoverable storm amortizaad PEF.
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PROGRESS ENERGY CAROLINAS

PEC contributed net income available to parentitgya513 million, $531 million and $498 million 2009, 2008 and 2007, respectively. The dec
in net income available to parent for 2009 as caegbdo 2008 was primarily due to unfavorable néaiteeustomer growth and usage, coal
retirement charges, higher base depreciation anortemation expense and a cumulative prior periofustthent related to certain employee
insurance benefits, partially offset by Clean Snst&eks Act amortization and depreciation expensedated with the accelerated costoven
program for nuclear generating assets recognize®@8 and the favorable impact of weather. PECritarted Ongoing Earnings of $540 million
2009. There were no Ongoing Earnings adjustmern2®@8 and 2007. The 2009 Ongoing Earnings adjugsriiemet income available to parent v
due to PEC recording a $17 million charge, netaaf for the impact of PEC’s decision to retire agrtcoalfired generating units prior to the enc
their estimated useful lives and recording a $10ianicharge, net of tax, for a cumulative prioripe adjustment related to certain employee
insurance benefits. Management does not considse tbharges to be representative of BE@idamental core earnings and excluded thesgeha
computing PEC’s Ongoing Earnings.

The increase in net income available to paren2fi¥8 as compared to 2007 was primarily due to lggeechased power capacity costs due t
expiration of a power buyback agreement, favoré&DC and favorable net retail customer growth asdge, partially offset by the unfavore
impact of weather and lower excess generation reagen

The revenue tables that follow present the totabamh and percentage change of total operating tmseand its componentBédse Revenues" i<
non-GAAP measure and is defined as operating reverxeading clause recoverable regulatory returnscelianeous revenues and fuel and ¢
pass-through revenues. We and PEC consider BasnRew a useful measure to evaluate PEC’s elepei@tons because fuel and other pghassugt
revenues primarily represent the recovery of fagplicable portions of purchased power expensesofimet pass-through expenses through cost
recovery clauses and, therefore, do not have arig@ai@pact on earnings. Clause recoverable regnfatturns include the return on asset compc

of DSM, energyefficiency and renewable energy clause revenues.aw PEC have included the reconciliation and aimlthat follows as
complement to the financial information we providexccordance with GAAP.

REVENUES

A reconciliation of Base Revenues to GAAP operateygnues, including the percentage change byarehby customer class, follows:

(in millions)
Customer Clas 200¢ % Chang 200¢ % Chang 2007
Residentia $ 1,17¢ 16 $ 1,16( 1.0 s 1,172
Commercial 741 (0.9 74¢ 0.4 745
Industrial 374 (10.2) 41€ 2.0 40¢
Governmenta 62 (3.2 64 4.9 61
Unbilled 5 = 8 = (D
Total retail base revenu 2,361 (1.5 2,39¢ 0.5 2,38t
Wholesale base revenu 31C = 31C (12.9) 35E
Total Base Revenut 2,671 (1.9 2,70¢ (1.2 2,74(
Clause recoverable regulatory retu 6 = = = =
Miscellaneous 114 11.€ 10z 5.2 97
Fuel and other pa-through revenue 1,83¢ = 1,621 = 1,54¢
Total operating revenut $ 4,621 45 8 4,42¢ 1.C $ 4,38t

PEC's total retail base revenues were $2.361 billioth $2.396 billion for 2009 and 2008, respectivelie 35 million decrease in revenues was
primarily to the $58 million unfavorable impact ét retail customer growth and usage, partiallgetfby the $23 million favorable impact of weat
The unfavorable impact of net retail customer gtoertid usage was driven by a decrease in the avasage per retail customer, partially offset
net 14,000 increase in the average number of cestofar 2009 compared to 2008. However, PEC’sohte
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residential growth has declined as P&E@Verage number of customers increased a net@4i83omers for 2008 compared to 2007. The fave
impact of weather was driven by higher heating @maling degree days than 2008 of 3 percent anddept respectively. Additionally, cooling deg
days were 6 percent higher than normal in 2009.

PEC'’s miscellaneous revenues increased $12 mili@®09 primarily due to higher transmission revesu

PEC's total retail base revenues were $2.396 billiosh $2.385 billion for 2008 and 2007, respectiveleT$11 million increase in revenues was
primarily to the $34 million favorable impact oftmetail customer growth and usage, partially affsethe $28 million unfavorable impact of weat
The favorable net retail customer growth and useagedriven by a net 24,000 increase in the avemag®er of customers for 2008 compared to 2
partially offset by lower average usage per retagtomer. Weather had an unfavorable impact asngpdegree days were 12 percent lower than @
even though cooling degree days were comparallertoal.

PEC's wholesale base revenues were $310 million an8 $8Bion for 2008 and 2007, respectively. The $4#llion lower wholesale base reven
were driven by $24 million lower excess generagaies due to unfavorable market dynamics due toehigelative fuel costs and $22 million lo\
revenues related to capacity contracts with twoomajistomers.

PEC's electric energy sales in kilowatt-hours (kVehyl the percentage change by year and by custdassrwere as follows:

(in millions of kWh)

Customer Clas 200¢ % Chang 200¢ % Chang 2007
Residentia 17,117 0.7 17,00( (1.2 17,20(
Commercial 13,63¢ (2.2 13,941 (0.6) 14,03:
Industrial 10,36¢ (9.0) 11,38¢ (4.3 11,901
Governmenta 1,497 2.1 1,46¢ 1.9 1,43¢
Unbilled 36C = (8) = (55)

Total retail kwWh sale 42,98 (1.8) 43,78 (1.6) 44,51¢
Wholesale 13,96¢ (2.5) 14,32¢ (6.4) 15,30¢

Total kWh sale: 56,94 (2.0) 58,11¢ (2.9) 59,82t

The decrease in retail kWh sales in 2009 was piiyndue to a decrease in average usage per rataibmer. PEG industrial kWh sales ha
decreased 9.0 percent from 2008, primarily dueottticued reductions in textile manufacturing in arolinas as a result of global competition
domestic consolidation as well as a continued dommin the lumber and building materials segmerd essult of declines in construction. Many of
manufacturers in PEG’service territory have been adversely impactedhleyeconomic conditions, and we expect a relatigdbw recovery i
industrial sales once the economy begins to recover

Wholesale kWh sales decreased for 2009 primarigytdulecreased excess generation sales resultimguinfavorable market dynamics.

Industrial electric energy sales decreased in 28#8pared to 2007, primarily due to downturns intitexmanufacturing and lumber and build
materials segment as previously discussed.

PEC has experienced a decline in its retail andlegate kWh sales due to the economic conditionhénUnited States. We cannot predict how
these conditions may last or the extent to whidy tlmay impact revenues. In the future, PEQistomer usage could be impacted by customeoms¢
to energy-efficiency programs and to increasedsrate

EXPENSE(

Fuel and Purchased Pow

Fuel and purchased power costs represent theaogeneration, which include fuel purchases forggation, as well as energy purchased in the m
to meet customer load. Fuel and applicable portidmmirchased power
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expenses are recovered primarily through cestvery clauses, and, as such, changes in thpsases do not have a material impact on earnirtge
difference between fuel and purchased power coststied and associated fuel revenues that areciubjeecovery is deferred for future collect
from or refund to customers.

Fuel and purchased power expenses were $1.908nbfthir 2009, which represents a $217 million inseeaompared to 2008. Fuel used in ele
generation increased $334 million to $1.680 billprimarily due to $248 million higher deferred fuedpense and the $86 million net impact of hi
fuel costs. The increase in deferred fuel experasewimarily due to the implementation of new fiages in North Carolina. The higher fuel costs \
primarily due to higher coal prices. Purchased poagense decreased $117 million to $229 milliompared to prior year. The decrease
primarily due to lower market purchases of $85inmilland lower co-generation of $43 million primgrilue to lower system requirements. See “REC
Fuel and Purchased Power” in Item 1, “Business,’afsummary of average fuel costs.

Fuel and purchased power expenses were $1.69@nbifr 2008, which represents a $9 million increasmpared to 2007. Purchased power exf
increased $44 million to $346 million compared @02. The increase was primarily due to increas@h@mical purchases in 2008 of $78 milli
partially offset by the $38 million impact from tlexpiration of a power buyback agreement with N&#rolina Eastern Municipal Power Age
(Power Agency). Fuel used in electric generatioorefessed $35 million to $1.346 billion primarily dtee a $116 million decrease in deferred
expense, partially offset by increased fuel co6%3d million. The decrease in deferred fuel exjpanas primarily driven by a $64 million impact fr
the implementation of state legislation that expghthe definition of the traditional fuel clauseitalude costs of commodities such as ammoni
limestone used in emissions control technologieagents), transmission charges and non-capagiyed costs of purchases and a $49 million in
related to underecovered fuel costs. Deferred fuel expense walsehign 2007 primarily due to the collection of fuests from customers that t
been previously undeecovered. The increase in fuel costs of $81 mmiliias primarily due to an increase in coal pripestially offset by the impac
of lower system requirements and a change in thergéon mix.

Operation and Maintenance

O&M expense was $1.072 billion for 2009, which egents a $42 million increase compared to 2008 flerease was primarily due to coal p
retirement charges of $28 million, higher pensiod &denefit costs of $12 million and storm costst8fmillion, partially offset by lower emissi
allowance expense of $13 million resulting from &vsystem requirements, changes in generation naxsales of nitrogen oxide (NOx) allowan:
PEC recognized coal plant retirement charges ($illiom net of tax) for the impact of the decisitmretire 11 coafired units prior to the end of th
useful lives (See “Future Liquidity and Capital Beces — PEC Other Matters” and “Other Matters ergy Demand”)Management determined t
such charges should be an exclusion from PEC’s dgdearnings.

O&M expense was $1.030 hillion for 2008, which egants a $6 million increase compared to 2007. iHei®ase was driven primarily by a ¢
million increase in nuclear expenses, of which $iiflion relates to refurbishments, preventive mair@nce and incremental outage expens
Brunswick Nuclear Plant (Brunswick). Additional@&M increased due to a $7 million increase in eated environmental remediation expenses
Note 21A), partially offset by $19 million lower ghoyee benefits and $16 million lower nuclear plantage and maintenance costs. The decre
employee benefits was primarily due to the 2007actgrom changes in stoddased compensation plans and higher relative eraploycentive go
achievement. The decrease in nuclear plant outagen@aintenance costs was primarily due to two rawalefueling and maintenance outages in .
compared to three in 2007.

Depreciation, Amortization and Accreti

Depreciation, amortization and accretion expense $470 million for 2009, which represents a $48iarildecrease compared to 2008. This dec
was primarily attributable to the $52 million of pteciation associated with the accelerated estvery program for nuclear generating a
recognized during 2008 (See Note 7B) and the $lbomiof Clean Smokestacks Act amortization recagdi in 2008, partially offset by the §
million impact of depreciable asset base increables.North Carolina jurisdictional aggregate minfmamount of accelerated cost recovery has
met, and the South Carolina jurisdictional obligativas terminated by the
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Public Service Commission of South Carolina (SCRSEC does not anticipate recording additional lecated depreciation in the North Caro
jurisdiction, but will record depreciation over themaining useful lives of the assets. In accordamith a regulatory order, PEC ceased to amc
Clean Smokestacks Act compliance costs, but wétbré depreciation over the useful lives of the &sé®ee Note 7B).

Depreciation, amortization and accretion expensg $&.8 million for 2008, which represents a $1 iomlldecrease compared to 2007. This dec
was primarily attributable to $19 million lower @ Smokestacks Act amortization, $8 million loweridSouth Transco, LLC (GridSout
amortization and $3 million lower storm deferral @tization, partially offset by $15 million highelepreciation associated with the accelerated cost
recovery program for nuclear generating assetsten@15 million impact of depreciable asset baseesgses.

Taxes Other Than on Income

Taxes other than on income was $210 million, $198am and $192 million in 2009, 2008 and 2007,pestively. The $12 million increase in 2(
compared to 2008 was primarily due to an increaggoss receipts taxes due to higher operatinguegand higher property tax rates. Gross ret
taxes are collected from customers and recordeev@mnues and then remitted to the applicable taxinbority. Therefore, these taxes have no ma
impact on earnings.

Total Other Income, Net

Total other income, net was $20 million for 200%ieth represents a $23 million decrease compar&@0@8. This decrease was primarily due
cumulative prior period adjustment related to daremployee life insurance benefits and lower egéiincome resulting from lower average elic
deferred fuel balances. During the fourth quarte2G99, PEC recorded a cumulative prior period sitiient related to certain employee life insur:
benefits. The impact of this adjustment decreasta bther income, net by $16 million and decreasetdincome available to parent by $10 mill
The prior period adjustment it material to previously issued or current pefiimédncial statements. Management determined tiatatjustmel
should be an exclusion from PEC’s Ongoing Earnings.

Total other income, net was $43 million for 200&iet represents a $6 million increase compared@v 2This increase was primarily due to
million favorable AFUDC equity related to eligiliifi of certain Clean Smokestacks Act compliance <asid other increased eligible construc
project costs, partially offset by $9 million lowetterest income resulting from lower average blgideferred fuel balances and lower tempc
investment balances.

Total Interest Charges, Net

Total interest charges, net was $195 million fo@20which represents a $12 million decrease conapr®008. This decrease was primarily du
lower interest rates on variable rate debt, pdytfset by higher interest as a result of higheerage debt outstanding.

Total interest charges, net was $207 million fod@0which represents a $3 million decrease compar@@07. This decrease was primarily due tc
$7 million favorable AFUDC debt related to eligibil of certain Clean Smokestacks Act compliancetxa®d other increased eligible construc
project costs and the $4 million impact of a desecia average lontgrm debt, offset by an $11 million interest benedsulting from the resolution
tax matters in 2007.

Income Tax Expent

Income tax expense was $277 million, $298 milliow &295 million in 2009, 2008 and 2007, respecyivdlhe $21 million income tax expet
decrease in 2009 compared to 2008 was primarilytduae impact of lower pre&ax income and the $5 million favorable tax bensefiated to
deduction triggered by the transfer of previousigded amounts from nonqualified nuclear decommigsgptrusts (NDTs) to qualified NDTs. The
million income tax expense increase in 2008 conh&ye€2007 was primarily due to the $14 million inapaf higher pretax income and the $5 milli
impact related to the deduction for domestic préidacactivities, partially offset by the $7
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million tax impact of employee stodkased benefits and the $7 million impact of thegase in AFUDC equity previously discussed. AFURQIt is
excluded from the calculation of income tax expense

PROGRESS ENERGY FLORIDA

PEF contributed net income available to parent@ndoing Earnings totaling $460 million, $383 mitliand $315 million in 2009, 2008 and 2(
respectively. The increase in net income avail&blearent for 2009 as compared to 2008 was prigndtik to the higher net impact of returns ea
on higher levels of nuclear and ECRC assets t@bevered through respective costovery clauses, the favorable impact of interid Bmited bas
rate relief (See Note 7C) and the favorable impégteather, partially offset by the unfavorable auopof retail customer growth and usage, highee
depreciation and amortization expense, and higl8v O

The increase in net income available to paren@f8 as compared to 2007 was primarily due to f#vler AFUDC, increased retail base rates
higher wholesale revenues, partially offset by higinterest expense, unfavorable net retail custognewth and usage, higher depreciation
amortization expense excluding recoverable stormramation, and higher investment losses of certanployee benefit trusts.

The revenue tables that follow present the totabwamh and percentage change of total operating t®geand its components. “Base Revenugg’
non-GAAP measure and is defined as operating reverxeading clause recoverable regulatory returnscelianeous revenues and fuel and ¢
pass-through revenues. We and PEF consider BassnRewv a useful measure to evaluate PEF’s elegigimtions because fuel and other pghassugt
revenues primarily represent the recovery of faglplicable portions of purchased power and othesqlarough expenses through casteven
clauses and, therefore, do not have a materialdhgaearnings. Clause recoverable regulatory mstimclude the revenues associated with the r
on asset component of nuclear castovery and ECRC revenues. We and PEF have irttltlie reconciliation and analysis that follows
complement to the financial information we providexccordance with GAAP.

REVENUES

A reconciliation of Base Revenues to GAAP operateygnues, including the percentage change byarehby customer class, follows:

(in millions)
Customer Clas 200¢ % Chang 200¢ % Chang 2007
Residentia $ 94¢€ 589 $ 893 34 $ 864
Commercial 34C 3.7 32¢€ 6.8 307
Industrial 72 (5.9 76 5.6 72
Governmenta 87 6.1 82 5.1 78
Unbilled 9 = (1) = 1
Total retail base revenu 1,45¢ 5.5 1,37¢ 4.2 1,32z
Wholesale base revenu 207 5.1 197 33.1 14€&
Total Base Revenut 1,661 5.t 1,57¢ 7.1 1,47(
Clause recoverable regulatory retu 87 690.¢ 11 450.( 2
Miscellaneous 18¢ 6.2 17¢€ 4.7 17C
Fuel and other pa-through revenue 3,314 = 2,967 = 3,107
Total operating revenu $ 5,251 11C $ 4,731 (0.4 $ 4,74¢

PEF's total retail base revenues were $1.454 billioth 8378 billion for 2009 and 2008, respectivelieT$76 million increase was primarily dut
the $79 million favorable impact of interim and ited base rate relief and the $36 million favoraibipact of weather, partially offset by the !
million unfavorable impact of retail customer grovand usage. The interim and limited base ratefrelas approved by the FPSC effective Ju
2009, as discussed in Note 7C. Of the $79 millitlerim and limited base rate relief, $7 millionateld to interim rate relief, which was in effect
only 2009, and $72 million related to limited ratdief, which will continue in accordance with thase rate proceeding with an annual rev
requirement of $132 million. The favorable impatweather was primarily driven by 14 percent higheating degree days than 2008 and 6 pe
higher cooling degree days than 2008. Heating @edag's were 4 percent lower than normal in 20091&ngercent lower than normal in
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2008. In addition to lower average usage per custpfEFS average number of customers for 2009, compare2D®8, decreased a net 8,
customers and had no change in customers for 2008)ared to 2007.

PEF’s clause recoverable regulatory returns were $8iomand $11 million for 2009 and 2008, respediivd he $76 million higher revenues rela
to nuclear cost recovery and ECRC assets of $6lomiind $15 million, respectively. As a resultaf FPSC regulatory order effective in Jan
2009, PEF is allowed to earn returns on certairtscadated to nuclear construction, as discussddoie 7C. We anticipate higher returns on E(
assetdn 2010 due to placing approximately $790 millionGlean Air Interstate Rule (CAIR) projects intongee in late 2009. However, we do
anticipate a significant change in returns on rerct®st-recovery assets in 2010 related to Levy.

PEF’s total retail base revenues were $1.378 billioth &322 billion for 2008 and 2007, respectivelieT$56 million increase was primarily due
$90 million of base rate increases, partially dftsg the $32 million impact of unfavorable net fetaistomer growth and usage. The increase in
rates was due to $53 million from Hines 4 beingcethin service and the $37 million transfer of Hirgcost recovery from the fuel clause to |
rates. These base rate changes occurred in accerdath PEF’s 2005 base rate settlement agreement.

PEF’'s wholesale base revenues of $197 million and $iilidn for 2008 and 2007, respectively, increa$dd million. The increase was primarily
to several new and amended contracts.

PEF’s electric energy sales and the percentagegeianyear and by customer class were as follows:

(in millions of kWh)

Customer Clas 200¢ % Chang 200¢ % Chang 2007
Residentia 19,39¢ 0.4 19,32¢ (2.9) 19,91:
Commercial 11,88¢ (2.1) 12,13¢ (0.4) 12,18:¢
Industrial 3,28¢ (13.2 3,78¢ (0.9) 3,82(
Governmenta 3,25¢ (1.4) 3,302 (1.9) 3,367
Unbilled 131 = (99) = (6)

Total retail kWh sale 37,95¢ (1.3 38,45¢ (2.1) 39,27¢
Wholesale 3,83t (43.1 6,734 11.€ 6,024

Total kWh sale: 41,79( (7.5 45,19( (0.2) 45,30(

Wholesale base revenues increased in 2009, dadpiteased wholesale kWh sales in 2009, primarily thucommitted capacity revenues.
wholesale kWh sales decreased primarily due to etaénditions in which wholesale customers fulfili@ portion of their system requirements f
other sources. Many of the new and amended capamityacts entered into in 2008 expired by the @2D09. Given the current economic conditi
discussed below, PEF does not believe it is likelseplace these wholesale contracts in 2010.

Retail base revenues increased in 2009, despiteraake in KWh sales for the same period, primdtily/to the impact of interim and limited base
relief approved by the FPSC in 2009 (See Note Relail base revenues increased in 2008, despiecieate in kWh sales for the same pe
primarily due to an increase in base rates in a@are with PEF’s 2005 base rate settlement agraeasepreviously discussed.

The economic conditions and general housing dowrituthe United States has continued to contribute slowdown in customer growth and usac
PEF’s service territory resulting in a 1.3 percent dase in retail kWh sales for 2009, compared to 2808 a 2.1 percent decrease for 2008, com
to 2007. The impact of the general housing downtas especially severe in several states, inclullingda. Additionally, we believe the curr
economic conditions have impacted our wholesaléoouwesrs’usage. We cannot predict how long these econommdittons may last or the extent
which revenues may be impacted. In the future, BEEEStomer usage could be impacted by customeomsspo energefficiency programs and
increased rates.
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EXPENSE(

Fuel and Purchased Pow

Fuel and purchased power costs represent theaogéseration, which include fuel purchases forggation, as well as energy purchased in the m
to meet customer load. Fuel and purchased powegnsgs are recovered primarily through cesbvery clauses, and, as such, changes in
expenses do not have a material impact on earnigsdifference between fuel and purchased powstisdncurred and associated fuel revenue:
are subject to recovery is deferred for futureeszdlbn from or refund to customers.

Fuel and purchased power expenses were $2.75dnbilli 2009, which represents a $126 million inceeasmpared to 2008. Fuel used in ele
generation increased $397 million to $2.072 billammpared to 2008. This increase was primarily tdusigher deferred fuel expense of $467 mil
driven by the implementation of new fuel rates,tipily offset by decreased current year fuel cagt$70 million. The decrease in current year
costs was primarily due to lower system requiresidPtirchased power expense decreased $271 mitlimpared to the same period in 2008, prim
due to $164 million lower interchange costs ancerelase in the recovery of deferred capacity aafs#®1 million, both resulting from lower syst
requirements. See “PEF — Fuel and Purchased Pawkem 1, “Business,” for a summary of averagd figests.

Fuel and purchased power expenses were $2.628nbitli 2008, which represents an $18 million de@ezmmpared to 2007. Fuel used in ele
generation decreased $89 million to $1.675 billwimarily due to a $381 million decrease in defdrfeel expense, partially offset by increased
costs of $293 million. The decrease in deferredl éupense was primarily due to the regulatory apalrto lower the fuel factor for customers effee
January 2008 as a result of ovecovery of fuel costs in the prior year. With therease in fuel prices experienced in 2008, PEEessfully sought
mid-course fuel correction, but the revised fuel faxtwere not effective until August 2008. The inceeasfuel costs was primarily due to incree
fuel prices and a change in generation mix. Pusshgmwer expense increased $71 million to $953ianilcompared to 2007. This increase
primarily due to increased purchases of $37 miliena result of higher fuel costs and an increaghe recovery of deferred capacity costs of
million.

Operation and Maintenance

O&M expense was $839 million in 2009, which représea $26 million increase compared to 2008. Theease was primarily due to $63 mill
higher ECRC and energy conservation cost recoMayse (ECCR) costs primarily due to an increaseuiment year rates for recovery of emis:
allowances, higher pension costs of $24 million higher nuclear plant outage and maintenance cdst44 million, partially offset by lower stol
cost recovery of $66 million due to the surchatgs £nded in July 2008 and the impact of a changrii earned vacation policy of $11 million. -
ECRC and ECCR expenses and replenishment of stamagke reserve are recovered through sivery clauses and, therefore, have no me
impact on earnings. Pension costs are higher dagb@0 million pension credit in the prior yearbStantially all of 2009 pension expense has b
deferred in accordance with an FPSC order (See RO)e In the aggregate, O&M expenses recoverablaugh base rates increased $25 mi
compared to the same period in 2008.

0O&M expense was $813 million in 2008, which repri#sea $21 million decrease compared to 2007. Tleecdse was primarily due to $24 mill
lower ECRC costs due to a decrease in the ratedtingsfrom overrecovery, $12 million lower employee benefit cogtanarily due to the 20(
impact from changes in stoddased compensation plans and $12 million lowerssatel use tax audit adjustment, partially offse$b9 million relate
to storm damage reserves replenishment surchargéfeict August 2007 through July 2008 in accordawié a regulatory order, and $11 milli
higher plant outage and maintenance costs. The E@RICreplenishment of storm damage reserves expemserecovered through castoven
clauses and, therefore, have no material impaatasnings. In the aggregate, O&M expenses recoweabbugh base rates decreased $19 m
compared to the same period in 2007.

Depreciation, Amortization and Accreti

Depreciation, amortization and accretion expense $&02 million for 2009, which represented an iasge of $196 million compared to 20
primarily due to higher nuclear cost-recovery amatton of $155 million (See Note
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7C). In aggregate, depreciation, amortization acatetion expenses recoverable through base ratesased $31 million compared to 2008, prim
due to depreciable asset base increases.

Depreciation, amortization and accretion expense $&96 million for 2008, which represented a desezf $60 million compared to 2007, prima
due to $75 million lower amortization of unrecowkigorm restoration costs and a $7 million waféin 2007 of leasehold improvements prime
related to vacated office space, partially offsetie $20 million impact of depreciable asset aseeases. Storm restoration costs, which werg
amortized in August 2007, were recovered througitoam-recovery surcharge and, therefore, had nenmahimpact on earnings (See Note 7C)
aggregate, depreciation, amortization and accretigrenses recoverable through base rates incr&d8enhillion compared to 2007, primarily due
depreciable asset base increases.

Taxes Other Than on Income

Taxes other than on income was $347 million, $3@8am and $309 million in 2009, 2008 and 2007,pestively. The $38 million increase in 2(
compared to 2008 was primarily due to an increaggaéss receipts and franchise taxes due to higherating revenues. Gross receipts and fran
taxes are collected from customers and recordeevasniues and then remitted to the applicable taairiority. Therefore, these taxes have no ma
impact on earnings.

Other

Other operating expense was an expense of $7 milic2009, income of $5 million in 2008 and an exge of $8 million in 2007. The $7 milli
expense in 2009 and the $8 million expense in 206 primarily due to regulatory disallowances udlfcosts (See Note 7C). The $5 million inc
in 2008 was primarily due to gain on land sales.

Total Other Income, Net

Total other income, net was $100 million for 20@®jch represents a $6 million increase compare2D@8. This increase was primarily due to the
million of investment gains on certain employeedfirtrusts resulting from improved market conditso partially offset by $5 million lower inter
income resulting from lower shotéym investment balances and $4 million unfavoraf®JDC equity related to eligible construction prai costs
primarily due to placing the repowered Bartow Piata service in 2009.

Total other income, net was $94 million for 200&)ieh represents a $46 million increase compare2D@7. This increase was primarily due to
million favorable AFUDC equity related to eligibtmnstruction project costs, partially offset by $fillion of investment losses of certain emplc
benefit trusts resulting from the decline in mar@tditions.

Total Interest Charges, Net

Total interest charges, net was $231 million in@00hich represents an increase of $23 million carag to 2008. The increase in interest charge
primarily due to higher interest as a result ohieigaverage debt outstanding.

Total interest charges, net was $208 million in&0@hich represents an increase of $35 million carag to 2007. The increase in interest charge
primarily due to the $60 million impact of an inaee in average lonigrm debt, partially offset by $16 million favorebAFUDC debt related to co
associated with eligible construction projects &@dnillion interest benefit resulting from the rkg®mn of tax matters in 2008.

Income Tax Expent

Income tax expense was $209 million, $181 milliow &144 million in 2009, 2008 and 2007, respecyivdlhe $28 million income tax expel
increase in 2009 compared to 2008 was primarilytduee $40 million impact of higher ptax income compared to the prior year, partialffset by
the $11 million impact of the favorable tax beneéilated to a deduction triggered by the transfesreviously funded amounts from the nonquali
NDT fund to the qualified NDT fund. The $37 millidncome tax expense increase in 2008 comparedQ@ 2@s primarily due to the $40 milli
impact of higher préax income compared to 2007, $6 million benefiated to the closure of certain federal tax yeadsmsitions in 2007, $4 millic
due to the accelerated amortization of tax-
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related regulatory assets in accordance with ®2B05 base rate settlement agreement, and $®midiated to the deduction for domestic produt
activities, partially offset by the $21 million irapt of favorable AFUDC equity discussed above. ARBJEuity is excluded from the calculatior
income tax expense.

CORPORATE AND OTHER

The Corporate and Other segment primarily inclutiesoperations of the Parent, PESC and other naseslus nonregulated businesses that d
separately meet the quantitative disclosure remérgs as a reportable busineggment. A discussion of the items excluded frompGate an
Other’s Ongoing Earnings is included in the detailed uBston and analysis below. Management believesxbkided items are not representativ
our fundamental core earnings. The following takleonciles Corporate and Othe©ngoing Earnings to GAAP net income attributableontrolling
interests:

(in millions) 200¢ Chang: 200¢ Chang: 2007
Other interest expent $ (253 $ 30) $ (223 $ 18 $ (20%)
Other income tax benel 87 1 86 (29 10t
Other income (expens 12 13 (D 17 (18
Ongoing Earning (154) (16) (13§) (20 (11€)
CVO marl-to-market 19 19 = 2 2
Valuation allowance and related net operating tassy

forward - 3 (©)) (©)) -
Impairment@ 2 @) = = =
Discontinued operations attributable to controllingerests

net of tax (79 (13€) 57 24€ (189)

Net loss attributable to controlling intere (216) (132) (84) 22E (309)

(@ Calculated using assumed tax rate of 40 percent.

Other Interest Expense

Other interest expense was $253 million, $223 amlland $205 million for 2009, 2008 and 2007, retpely. The $30 million increase for 20
compared to 2008 was primarily due to higher averdgbt outstanding at the Parent. The $18 millmrease for 2008 compared to 2007
primarily due to a $6 million 2007 benefit relatedthe closure of certain federal tax years andtipos and a decrease in the interest allocat
discontinued operations. The decrease in intetlestaded to discontinued operations resulted fromadllocations of interest expense in early 20(
operations that were sold later in 2007. An imniateemount and $13 million of interest expense walecated to discontinued operations for Z
and 2007, respectively. No interest expense wasatkd to discontinued operations in 2009.

Other Income Tax Benefit

Other income tax benefit was $87 million, $86 moifliand $105 million for 2009, 2008 and 2007, respely. The $1 million increase for 20
compared to 2008 was primarily due to higher taseexpenses, partially offset by the unfavorabigact at the Corporate level resulting from
deductions taken by the Ultilities related to NDTids (See “Progress Energy Carolinas — Income Tgelse” and “Progress Energy Floridéneome
Tax Expense”)The $19 million decrease for 2008 compared to 2083 primarily due to the 2007 benefit related ® ¢losure of certain federal |
years and positions.

Other Income (Expense)

Other income (expense) was $12 million income, $llian expense and $18 million expense for 2000&@nd 2007, respectively. The $13 mil
change for 2009 compared to 2008 was primarily tdue@vestment gains on certain employee benef#tsrvesulting from improved financial mar
conditions. The $17 million change for 2008 compate 2007 was primarily due to $15 million decrehsedirect corporate overhead due
divestitures
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completed in 2007 and $12 million decreased legpkrses, partially offset by $8 million of investmdosses of certain employee benefit tr
resulting from the decline in market conditions.

CVO Markto-Market

Progress Energy issued 98.6 million CVOs in corinaclith the acquisition of Florida Progress Cogiam (Florida Progress) in 2000. Each C
represents the right of the holder to receive ogieint payments based on the performance of fouhstia fuels facilities purchased by subsidiarié
Florida Progress in October 1999. The paymentdased on the net aftéax cash flows the facilities generate (See Nofe The CVOs had a f:
value of $15 million at December 31, 2009, and &84ion at December 31, 2008 and 2007. Progressdynecorded unrealized gains of $19 mil
for 2009 and unrealized losses of $2 million fo020to record the changes in fair value of the CV@sich had average unit prices of $0.1
December 31, 2009 and $0.35 at December 31, 20D8G0V .

Valuation Allowance and Related Net Operating L@as'y Forward

We previously recorded a deferred tax asset fotate s1et operating loss carry forward upon the sél€rogress Energy Ventures, Isc(PVI)
nonregulated generation facilities and energy ntargeand trading operations. In 2008, we recordeddaditional $6 million deferred tax asset rel:
to the state net operating loss carry forward dua thange in estimate based on 2007 tax retumgdil We also evaluated the total state net opey
loss carry forward and recorded a partial valuatibowance of $9 million, which more than offse¢ tthange in estimate.

Impairment
In 2009, Progress Energy recorded impairments béiceinvestments of our Affordable Housing poritol

Discontinued Operations Attributable to Controllihgterests, Net of Tz

We completed our business strategy of divestingoofegulated businesses to reduce our businesamisfocus on core operations of the Utilities.
Note 3 for additional information related to distioned operations

In 2009, we recognized $79 million of expense fristontinued operations attributable to controllimgrests, net of tax, which was primarily due
jury delivering a verdict in a lawsuit against Pregs Energy and a number of our subsidiaries dilctas previously engaged in c-based soli
synthetic fuels operations. As a result, we reabr@e aftetax charge of $74 million to discontinued operasiam 2009, which was net of a previot
recorded indemnification liability. The ultimatesdution of these matters could result in furthgjuatments. See Note 22D for additional information

During 2008 we recognized $57 million of incomenfraliscontinued operations attributable to contngllinterests, net of tax, which was compr
primarily of $49 million aftertax gains on sales of our coal terminals and datR&/est Virginia and Kentucky (Terminals) and oemaining coe
mining businesses.

In 2007, we recognized $189 million of expense frdiscontinued operations attributable to contrgllinterests, net of tax, which was compr
primarily of $283 million net losses related to #rdt of the Competitive Commercial Operations (Q@@siness, partially offset by $83 million
earnings related to the Terminals and Syntheti¢sHugsinesses. The net losses from the CCO busivergsprimarily due to the $349 million aftenx
charge associated with exit costs, partially offsgtunrealized mark-to-market gains related taldsignated natural gas hedges. We had subs
operations associated with the production of d@aded solid synthetic fuels. The production and s&these products qualified for federal income
credits so long as certain requirements were gdisAs a result of the expiration of the tax ctgmbgram, all of our synthetic fuels businessese
abandoned and all operations ceased as of Dec&hp2007.
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APPLICATION OF CRITICAL ACCOUNTING POLICIES AND EST IMATES

We prepared our Consolidated Financial Statemerasdordance with GAAP. In doing so, we made ceratimates that were critical in nature tc
results of operations. The following discusses étgignificant accounting policies and estimates i@y have a material impact on our financial res
and are subject to the greatest amount of subijgctiwe have discussed the development and sefectiahese critical accounting policies
estimates with the Audit and Corporate Performa@aemittee (Audit Committee) of our board of diresto

IMPACT OF UTILITY REGULATION

Our regulated utilities segments are subject talegpn that sets the prices (rates) we are pesthito charge customers based on the cost
regulatory agencies determine we are permitteédover. At times, regulators permit the future xexy through rates of costs that would be curr
charged to expense by a nonregulatethpany. The application of GAAP for regulated @piens to this ratemaking process results in dafesi
expense recognition and the recording of regulaasgets based on anticipated future cash inflowsa Pesult of the different ratemaking process
each state in which we operate, a significant arhofiregulatory assets has been recorded. We c@ilyrreview these regulatory assets to assest
ultimate recoverability within the approved reguolgtguidelines. Impairment risk associated withsthassets relates to potentially adverse legis|
judicial or regulatory actions in the future. Additally, the state regulatory agenc¢ ratemaking processes often provide flexibility lie tmanner ar
timing of the depreciation of property, nuclear a@enissioning costs and amortization of the regujaéssets.

Our conclusion that we and the Utilities meet thigeda to apply GAAP for regulated operations isnaterial assumption in the presentation
evaluation of our and the Utilities’ financial ptsh and results of operations. The Ultilitiedility to continue to meet the criteria for applion o
GAAP for regulated operations could be affectedhia future by actions of our regulators, competitiorces and restructuring in the electric ut
industry. State regulators may not allow the Ugitto increase future retail rates required tovectheir operating costs or provide an adequetten
on investment, or in the manner requested. Stgtdars may also seek to reduce or freeze retbr Such events occurring over a sustained |
could result in the Utilities no longer meeting ttrieria for the continued application of GAAP fagulated operations. In the event that GAAF
regulated operations no longer applies to one tr bbthe Utilities, we are subject to the risktthegulatory assets and liabilities would be eliatét
and utility plant assets may be impaired, unlesagpropriate recovery mechanism was provided. Aaftitly, our financial condition, cash flows &
results of operations may be adversely impactee Ngge 7 for additional information related to thgpact of utility regulation on our operations.

We evaluate the carrying value of loliged assets and intangible assets with definiteslifor impairment whenever impairment indicatotiste If ar
impairment indicator exists, the asset group held ased is tested for recoverability by comparing tarrying value to the sum of undiscoul
expected future cash flows directly attributabldéhe asset group. If the asset group is not reaterthrough undiscounted cash flows or if the
group is to be disposed of, an impairment losegnized for the difference between the carryialyer and the fair value of the asset group.
exposure to potential impairment losses for utilitgnt, net is mitigated by the fact that our reded ratemaking process generally allows for rexy
of our investment in utility plant plus an allowegturn on the investment, as long as the costpraigently incurred. The carrying values of our
utility plant, net at December 31 were as follows:

(in millions) 200¢ 200¢
Progress Energ $ 19,731 % 18,29:
PEC 9,88¢ 9,38t
PEF 9,73¢ 8,79(

As discussed in Note 13, our financial assets gilities are primarily comprised of derivativeadincial instruments and marketable debt and €
securities held in our nuclear decommissioningtsruSubstantially all unrealized gains and lossederivatives and all unrealized gains and loss
nuclear decommissioning trust investments are dadeas regulatory liabilities or assets consistétit ratemaking treatment. Therefore, the
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impact of fair value measurements from recurringricial assets and liabilities on our or the tig#’ earnings is not significant.
ASSET RETIREMENT OBLIGATIONS

Asset Retirement Obligations (AROSs) represent legdibations associated with the retirement ofaartangible londived assets. The present val
of retirement costs for which we have a legal dilgn are recorded as liabilities with an equivalEmount added to the asset cost and deprecia&
the useful life of the associated asset. The ligiig then accreted over time by applying an ies¢method of allocation to the liability.

AROs have no impact on the income of the Utiliassthe effects are offset by the establishmerggiilatory assets and regulatory liabilities.

Progress Energy’s, PEC’s and PE&Rbtal AROs at December 31, 2009, were $1.1700bjll$801 million, and $369 million, respectivelWe
calculated the present value of our AROs basedstimates which are dependent on su bjective facioch as managemestéstimated retireme
costs, the timing of future cash flows and the @@ea of appropriate discount and cost escalaties: These underlying assumptions and estimat
made as of a point in time and are subject to ohahgese changes could materially affect the AR@Bpugh changes in such estimates shoul
affect earnings, because these costs are expediedrecovered through rates.

Nuclear decommissioning AROs represent 95 per@hpercent, and 91 percent, respectively, of PesgEnerg’s, PEC’s and PEFR'total AROs ¢
December 31, 2009. To determine nuclear decommisgj)AROs, we utilize periodic sitepecific cost studies in order to estimate theneattost an
timing of planned decommissioning activities for awclear plants. Our regulators require updated estimates for nuclear decommissioning €
five years. These cost studies are subject to éhaaged on a variety of factors including, but limited to, cost escalation, changes in technc
applicable to nuclear decommissioning and changdsderal, state or local regulations. ChangesER'B and PEF’s nuclear decommissioning site-
specific cost estimates or the use of alternatbst escalation or discount rates could be matgritile nuclear decommissioning liabilities recoguiz

PEC obtained updated cost studies for its nucleartin 2009, using 2009 cost factors. If the-sfiecific cost estimates increased by 10 pet
PEC’s AROs would have increased by $77 millionthé inflation adjustment increased 25 basis polREC's AROs would have increased by $
million. Similarly, an increase in the discounteratf 25 basis points would have decreased PEC’sARCH56 million.

PEF obtained an updated cost study for its nugint in 2008, using 2008 cost factors. If the-sjpecific cost estimates increased by 10 pet
PEF's AROs would have increased by $32 millionthié inflation adjustment increased 25 basis polREL's AROs would have increased by !
million. Similarly, an increase in the discounteratf 25 basis points would have decreased PEF'ssARCH23 million.

GOODWILL

As discussed in Note 8, goodwill is required totésted for impairment at least annually and maegudently when indicators of impairment exist.
of our goodwill is allocated to our utility segmergnd our goodwill impairment tests are performetha utility segment level. The carrying amol
of goodwill at December 31, 2009 and 2008, for regde segments PEC and PEF, were $1.922 billiah$dn733 billion, respectively. We perfo
our annual impairment tests as of April 1 each y&anring the second quarter of 2009, we complebed 2009 annual tests, which indicated
goodwill was not impaired. If the fair value of PE@d been lower by 10 percent and the fair valuBEF had been lower by 7.5 percent, there
would be no impact on the reported value of thewdyvill.

We calculate the fair value of our utility segmehtsconsidering various factors, including valuat&tudies based primarily on income and m:
approaches. More emphasis is applied to the inappeoach as substantially all of the utility segtaeoash flows are from rategulated operatior
In such environments, revenue requirements arestatjperiodically by regulators based on factoctuiting levels of costs, sales volumes and co:
capital. Accordingly, the utility segments operédesome degree with a buffer from the direct effegsitive or negative, of significant swing:
market or economic conditions.
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The income approach uses discounted cash flow semlp determine the fair value of the utility segts. The estimated future cash flows f
operations are based on the utility segments’ lgsiplans, which reflect managemsrassumptions related to customer usage basedevnahdat
and economic data obtained from thparty sources. The business plans assume the encarof certain events in the future, such as titeome o
future rate filings, future approved rates of ratuon equity, the timing of anticipated significmiure capital investments, the anticipated egsizn:
returns related to such capital investments, cartirrecovery of cost of service and the renewakofain contracts. Management also determine
appropriate discount rate for the utility segmdrased on the weighted average cost of capitaldoh atility, which takes into account both the cuf
equity and praax cost of debt. As each utility segment has &wht risk profile based on the nature of its egiens, the discount rate for ei
reporting unit may differ.

The market approach uses implied market multiplsvdd from comparable peer utilities and markahsactions to estimate the fair value of
utility segments. Peer utilities are evaluated dasepercentage of revenues generated by regulétitégl operations; percentage of revenues gend
by electric operations; generation mix, includirgal; gas, nuclear and other resources; marketat@piion as of the valuation date; and geogre
location. Comparable market transactions are etedulaased on the availability of financial trangactata and the nature and geographic locati
the businesses or assets acquired, including whitagarget company had a significant electric gonent. The selection of comparable peer uti
and market transactions, as well as the appropmatgples from within a reasonable range, is atemnaif professional judgment.

The calculations in both the income and market @gglres are highly dependent on subjective factwk as managemeantestimate of future ca
flows, the selection of appropriate discount andwgh rates from a marketplace participanperspective, and the selection of peer utiliies
marketplace transactions for comparative valuapiorposes. These underlying assumptions and estineate made as of a point in time. If tr
assumptions change or should the actual outcorserné or all of these assumptions differ signifigafrom the current assumptions, the fair valu
the utility segments could be significantly diffatén future periods, which could result in a fidumpairment charge to goodwiill.

As an overall test of the reasonableness of thimatgd fair values of the utility segments, we canapl their combined fair value estimate to Prog
Energys market capitalization as of April 1, 2009. Thelgsis confirmed that the fair values were reasbnedpresentative of market views wt
applying a reasonable control premium to the mas&pitalization.

We monitor for events or circumstances, includimgficial market conditions and economic factorat thay indicate an interim goodwill impairm
test is necessary. We would perform an interim inmp@nt test should any events occur or circumstsuebange that would more likely than not rec
the fair value of a utility segment below its camgyvalue.

UNBILLED REVENUE

As discussed in Note 1, we recognize electrictytiltvenues as service is rendered to customeesafpg revenues included unbilled electric ugk
base revenues earned when service has been délivetenot billed by the end of the accounting peridhe determination of electricity sales
individual customers is based on meter reading&hwibiccur on a systematic basis through the mdkitthe end of each month, electricity delivere
customers since the last meter reading is estimateda corresponding accrual for the electric tutiievenues associated with unbilled sale
recognized. Unbilled revenues are estimated byyappla weighted average revenue/kWh for all custooh@sses to the number of estimated |
delivered but not billed. The calculation of undilrevenue is affected by factors that includet@latons in energy demand for the unbilled pe
seasonality, weather, customer usage patterng, iprieffect for each customer class and estimasgtnission and distribution line losses.
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Amounts recorded as receivables on the BalancetSheBecember 31 related to unbilled revenues a=ifellows:

(in millions) 200¢ 200¢
Progress Energ $ 192 3 182
PEC 12F 12C
PEF 68 62
INCOME TAXES

Judgment and the use of estimates are require@velabing the provision for income taxes and repgrof taxrelated assets and liabilities.
discussed in Note 14, deferred income tax asselt$iabilities represent the future effects on ineotaxes for temporary differences between the |
of assets and liabilities for financial reportingdatax purposes. Deferred tax assets and liaBilitte measured using enacted tax rates expecaggbly
to taxable income in the years in which those tenayodifferences are expected to be recovered tiedeThe probability of realizing deferred
assets is based on forecasts of future taxablemiacnd the availability of tayplanning strategies that can be implemented, ies&ary, to reali:
deferred tax assets. We establish a valuation athee when it is more likely than not that all, graation of, a deferred tax asset will not be zadi

The interpretation of tax laws involves uncertairitftimate resolution of income tax matters mayuteg favorable or unfavorable impacts to
income and cash flows and adjustments torédated assets and liabilities could be maternrakdcordance with GAAP, the uncertainty and judgi
involved in the determination and filing of incortaxes is accounted for by prescribing a minimunogedion threshold that a tax position is requ

to meet before being recognized in the financiaeshents. A two-step process is required: recagniif the tax benefit based on a “more-likely-than-
not” threshold, and measurement of the largest amoutaxobenefit that is greater than 50 percent likeflyoeing realized upon ultimate settler
with the taxing authority.

PENSION COSTS

As discussed in Note 16A, we maintain qualified camtributory defined benefit retirement (pensiotgns. We also have supplementary def
benefit pension plans that provide benefits to @idavel employees. Our reported costs are dependenumerous factors resulting from actual |
experience and assumptions of future experiencee¥ample, such costs are impacted by employee giepbics, changes made to plan provisi
actual plan asset returns and key actuarial assomspsuch as expected loteym rates of return on plan assets and discoted ssed in determinil
benefit obligations and annual costs.

Due to a slight decrease in the market interessrfar highguality (AAA/AA) debt securities, which are usedthe benchmark for setting the discc
rate to calculate the present value of future bepayments, we decreased the discount rate té&¥6 &t0December 31, 2009, from 6.30% at Dece
31, 2008, which will increase 2010 pension codtspther factors remaining constant. Our discowaies are selected based on a plaplap- study
which matches our projected benefit payments taga-uality corporate yield curve. Consistent with gahenarket conditions, our plan as:
performed well in 2009 with returns of approximgt@3%. That positive asset performance will regultlecreased pension costs in 2010, all «
factors remaining constant. In addition, contribo§ to pension plan assets in late 2009 and 20l@esult in decreased pension costs in 2010 d
increased asset balances, all other factors rengagdnstant. Evaluations of the effects of thesk @her factors on our 2010 pension costs hav
been completed, but we estimate that the total masignized for pensions in 2010 will be $80 millim $90 million, compared with $107 milli
(before the $34 million deferral; see Notes 7C 464) recognized in 2009.

We have pension plan assets with a fair value pfagmately $1.7 billion at December 31, 2009. @upected rate of return on pension plan ass
8.75%. The expected rate of return used in pensast recognition is a lontgrm rate of return; therefore, we do not adjustt ttate of retur
frequently. In 2009, we lowered the expected réteeturn from the previously used 9.00%, due prifpdo the uncertainties resulting from the se
capital market deterioration in 2008. A 25 basignpahange in the expected rate of return for 2@@ild have changed 2009 pension cost
approximately $4 million.
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Another factor affecting our pension costs, andseity of the costs to plan asset performancehé&method selected to determine the maniletec
value of assets, i.e., the asset value to whict8ii&8% expected lonterm rate of return is applied. Entities may ushezifair value or an averagi
method that recognizes changes in fair value oymarend not to exceed five years, with the metheldced applied on a consistent basis from ye
year. We have historically used a fiyear averaging method. When we acquired Floridgess in 2000, we retained the Florida Progredsritgal
use of fair value to determine marketated value for Florida Progress pension as€dtanges in plan asset performance are reflectpdrision cos
sooner under the fair value method than the year averaging method, and, therefore, pensiorsdesid to be more volatile using the fair vi
method. Approximately 50 percent of our pensiomalasets are subject to each of the two methods.

Since PEC and PEF patrticipate in our pension pthesgeneral discussion above applies to PEC aid IPEC and PEF have not completed evalu
their 2010 pension costsPEC estimates that the total cost recognized fasipas in 2010 will be $25 million to $30 millioopmpared with $z
million recognized in 2009. A 25 basis point changethe expected rate of return for 2009 would hatenged PEG’ 2009 pension costs
approximately $2 million. PEF estimates that th&ltcost recognized for pensions in 2010 will b $dillion to $45 million, compared with $
million (before $34 million deferral; see Note 16/8cognized in 2009. A 25 bag®int change in the expected rate of return for92@@uld hav
changed PEF’s 2009 pension costs by approximageiyifion .
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LIQUIDITY AND CAPITAL RESOURCES

OVERVIEW

Our significant cash requirements arise primauritynf the capital-intensive nature of the Utilitiegerations, including expenditures for environmk
compliance. We rely upon our operating cash flaviassantially all of which is generated by the Wi, commercial paper and bank facilities, anc
ability to access the long-term debt and equityitahmarkets for sources of liquidity. As discussedFuture Liquidity and Capital Resourcesélow
synthetic fuels tax credits provide an additiomalrse of liquidity as those credits are realized.

The majority of our operating costs are relateth®Utilities. Most of these costs are recoverednfiratepayers in accordance with various rate
We are allowed to recover certain fuel, purchasedgs and other costs incurred by PEC and PEF thrdlugjr respective recovery clauses. The t
of costs recovered through clauses vary by jurigdic Fuel price volatility can lead to over- orden+ecovery of fuel costs, as changes in fuel p
are not immediately reflected in fuel surcharges turegulatory lag in setting the surcharges. Assalt, fuel price volatility can be both a souod
and a use of liquidity resources, depending on vgtetse of the cycle of price volatility we are ex@ecing. Changes in the Utilitiesuel anc
purchased power costs may affect the timing of dlasbs, but not materially affect net income.

As a registered holding company, our establishnoénhtercompany extensions of credit is subjectequlation by the Federal Energy Regula
Commission (FERC). Our subsidiaries participatentarnal money pools, administered by PESC, to neffectively utilize cash resources and rec
external short-term borrowings. The utility moneyopallows the Utilities to lend to and borrow fragach other. A nomtility money pool allows ot
nonregulated operations to lend to and borrow fearwh other. The Parent can lend money to theyuititl nonutility money pools but cannot borr
funds.

The Parent is a holding company and, as such, basvenuegenerating operations of its own. The primary casbds at the Parent level are
common stock dividend, interest and principal paytsen the Parent’'s $4.3 billion of senior unsedwiebt and potentially funding the Utilities’
capital expenditures through equity contributiofise Parens ability to meet these needs is typically fundéith wividends from the Utilities genera
from their earnings and cash flows, and to a lesgtnt, dividends from other subsidiaries; repaynoé funds due to the Parent by its subsidiaties
Parent’s bank facility; and/or the Parent’s abilibyaccess the short-term and Idegn debt and equity capital markets. In recentgjeather tha
paying dividends to the Parent, the Utilities, taage extent, have retained their free cash floiuhd their capital expenditures. During 2009, |
paid a dividend of $200 million to the Parent arieFPreceived equity contributions of $620 milliororn the Parent. PEC and PEF expect ta
dividends to the Parent in 2010. There are a nurobéactors that impact the Utilitieglecision or ability to pay dividends to the Parento see
equity contributions from the Parent, including italpexpenditure decisions and the timing of recywe fuel and other pagtirough costs. Therefo
we cannot predict the level of dividends or equitntributions between the Utilities and the Parfeoin year to year. The Parent could chang
existing common stock dividend policy based up@séhand other business factors.

Cash from operations, commercial paper issuancepwimgs under our credit facilities, lorigrm debt financings, and/or limited ongoing saié
common stock from our Progress Energy Investor Plas (IPP), employee benefit and stock option plare expected to fund capital expenditi
longterm debt maturities and common stock dividend2fi#0. For the fiscal year 2010, we plan, subjeanarket conditions, to realize up to $
million from the sale of stock through ongoing dgales. As discussed further in “Credit Ratingttéies,” and in Item 1A, “Risk Factorsgur ability
to access the capital markets on favorable ternysheanegatively impacted by recent, and potentialfyre, rating actions.

We have 16 financial institutions that support oambined $2.030 billion revolving credit facilitiésr the Parent, PEC and PEF, thereby limiting
dependence on any one institution. The creditifess| serve as badkps to our commercial paper programs. To the exergunts are reserved
commercial paper or letters of credit outstandihgy are not available for additional borrowing$.December 31, 2009, the Parent had no outsta
borrowings under its credit facility, an outstargitommercial paper balance of $140 million and isaded $37 million of letters of credit, which w
supported by the revolving credit facility. At Decker 31, 2009, PEC and PEF had no outstanding cociah@aper. Based on these outstan
amounts at December 31, 2009, there was
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$1.853 billion available for additional borrowingSubsequent to December 31, 2009, the Parent refiaid its outstanding commercial paper v
proceeds from the $950 million November 2009 issaaf Senior Notes.

Borrowings under our revolving credit agreement fR@uring 2008, which were repaid during 2009, dedpwith commercial paper, lorngrm dek
and equity issuances in 2009, provided liquidityimy a period of uncertain financial market coratis. We will continue to monitor the credit marl
to maintain an appropriate level of liquidity.

At December 31, 2009, PEC and PEF had limited espatty mark-tanarket exposure for financial commodity hedgesifarily gas and oil hedge
due to spreading our concentration risk over a rarmob counterparties. In the event of default liyoanterparty, the exposure in the transactiond
cost of replacing the agreements at current maetes. At December 31, 2009, the majority of thiitigls’ open financial commodity hedges wer
net mark-to-market liability positions. See NoteAlfér additional information with regard to our camdity derivatives.

At December 31, 2009, we had limited mark-to-maskgiosure to certain financial institutions unday{ixed forward starting swaps to hedge ¢
flow risk with regard to future financing transaxts for each of the Parent, PEC and PEF. In thetefelefault by a counterparty, the exposure @
transaction is the cost of replacing the agreemantsirrent market rates. At December 31, 2009stime of the Parent’s, PEC’s and PEF’s open pay
fixed forward starting swaps was each in a net piaarket asset position. See Note 17B for additiamarmation with regard to our interest r
derivatives.

Our pension trust funds and nuclear decommissiotrirg} funds are managed by a number of finanaostitutions, and the assets being manage
diversified in order to limit concentration risk @my one institution or business sector.

We believe our internal and external liquidity reszes will be sufficient to fund our current busia@lans. Risk factors associated with credit ifas
and credit ratings are discussed below and in t&m‘'Risk Factors.”

The following discussion of our liquidity and caglitesources is on a consolidated basis.
HISTORICAL FOR 2009 AS COMPARED TO 2008 AND 2008 ASCOMPARED TO 2007
CASH FLOWS FROM OPERATIONS

Net cash provided by operations is the primary @®wised to meet operating requirements and a pastioapital expenditures. The Utilities produ
substantially all of our consolidated cash fromragiens for the years ended December 31, 2009, 20@82007. Net cash provided by opere
activities for the three years ended December 82922008 and 2007, was $2.271 billion, $1.218dviland $1.252 billion, respectively.

Net cash provided by operating activities for 2008reased when compared with 2008. The $1.053obilincrease in operating cash flow !
primarily due to a $623 million increase in theaeery of deferred fuel costs due to higher fueksaand $340 million of cash collateral pai
counterparties on derivative contracts in 2008 canag to $200 million net refunds of cash collaténa?009. These impacts were partially offse
$221 million of pension and other benefits conttitrus made in 2009.

Net cash provided by operating activities for 2@@8reased when compared with 2007. The $34 mitlearease in operating cash flow was prim
due to a $450 million decrease in the recoveryef €osts due to the 2008 under-recovery driveridiyg fuel costs, compared to an ovecovery o
fuel costs during the corresponding period in 208840 million of cash collateral paid to countetjgs on derivative contracts in 2008 compare
$55 million in net refunds of cash collateral in0ZQ primarily at PEF; and a $226 million increasdnventory purchases, primarily coal, driver
higher prices. These impacts were partially offset $419 million increase from accounts receivapienarily related to our divested CCO operat
and former synthetic fuels businesses; the $34flomipbayment made in 2007 to exit the contract fpict consisting of fullrequirements contrac
with 16 Georgia electric membership cooperativasnéoly serviced by CCO (the Georgia contracts) (Neee 3C); a $117 million increase fn
accounts payable; and a $106 million increase frimome taxes, net. The increase from accountsvalolel was primarily driven by the settlemer
$234 million of derivative receivables related to
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derivative contracts for our former synthetic fublssinesses (See Note 17A). The increase from iadaewes, net was largely due to $252 millio
income tax payments made in 2007 related to theeafatatural gas drilling and production busingsstially offset by income tax impacts at PEC.
change in accounts payable was primarily relatezltadivested operations.

In 2009, 2008 and 2007, the Utilities filed reqsestth their respective state commissions seekittg increases for fuel cost recovery, inclus
amounts for previous under-recoveries.

INVESTING ACTIVITIE!

Net cash used by investing activities for the thyears ended December 31, 2009, 2008 and 20072v&32 billion, $2.541 billion and $1.457 billic
respectively.

Property additions at the Utilities, including neat fuel, were $2.488 billion and $2.534 billion2809 and 2008, respectively, or approximately
percent of consolidated capital expenditures im 209 and 2008. Capital expenditures at the lgsliare primarily for capacity expansion and no
construction activity and ongoing capital expengiturelated to environmental compliance programs.

Excluding proceeds from sales of discontinued djmra and other assets, net of cash divested dfilibn in 2009 and $72 million in 2008, cash u
in investing activities decreased by $80 millioteTdecrease in 2009 was primarily due to a $24anilllecrease in gross property additions a
Utilities, primarily due to lower spending for enemmental compliance projects and the completioREf's Bartow Plant repowering project in 20
a $22 million decrease in nuclear fuel additions] @ $20 million decrease in net purchases of aviaiforsale securities and other investme
Available-for-sale securities and other investmémttude marketable debt securities and investmigglts in nuclear decommissioning trusts.

Excluding proceeds from sales of discontinued dfmers and other assets, net of cash divested oh#illidn in 2008 and $675 million in 2007, c:
used in investing activities increased by $481liamill The increase in 2008 was primarily due to 41$8illion increase in gross property addition
the Utilities, primarily at PEF, and a $95 millickecrease in net purchases of availablestde securities and other investments. The incrieasapita
expenditures for utility property additions at P&Es primarily driven by a $360 million increaseeimvironmental compliance expenditures and a
million increase in nuclear project expenditureattiplly offset by a $65 million decrease relatedrépowering the Bartow Plant to more effic
natural gas-burning technology and a $52 millioardase related to the Hines 4 facility.

During 2008, proceeds from sales of discontinuegtatpns and other assets primarily included prdsed $63 million from the sale of Terminals
Coal Mining (See Notes 3A and 3B).

During 2007, proceeds from sales of discontinuegtatpns and other assets, net of cash divestedafilly included approximately $615 million frc
the sale of PVE CCO generation assets (See Note 3C), workindgatagmjustments related to the sale of naturaldydéiing and production busine:
and the sale of poles at Progress Telecommunica@onporation.

FINANCING ACTIVITIES

Net cash provided by financing activities for theee years ended December 31, 2009, 2008 and 2@67$806 million, $1.248 billion and $1
million, respectively. See Note 11 for details ebtland credit facilities.

The decrease in net cash provided by financingities for 2009 compared to 2008 is primarily doeat $2.077 billion net decrease in shertr
indebtedness, primarily driven by commercial paggayments and the Parentepayment of borrowings outstanding under its R@sktially offse
by a $491 million increase in proceeds from theassee of common stock, primarily related to theeR&s January 2009 common stock offerin
$481 million increase in net proceeds from longrtatebt issuances due to the Parent’'s combined @hillon issuances and PEC$600 millior
issuance in 2009 compared to PEF’s $1.500 bilksuance and PE€$325 million issuance in 2008; a $477 million@ase in payments at matu
of long-term debt; and a $118 million decreaseahpayments on short-term debt with original maiesigreater than 90 days.
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The increase in net cash provided by financingviies for 2008 compared to 2007 is primarily doePEF's $1.475 billion net proceeds and PEC’
$322 million net proceeds from the issuance of {argn debt in 2008 discussed below, compared to $1B®n in net proceeds in 2007. Additiona
net short-term debt increased in 2008 compared0@y 2lue to $600 million in outstanding borrowingsder the Parerd’ RCA, and outstandil
commercial paper issuances of $69 million at thee®a $110 million at PEC and $371 million at PEBmpared to outstanding commercial pi
issuances of $201 million at the Parent in 200% iftrease in proceeds from long-term debt issisanees offset by $877 million in longrm dek
retirements in 2008; $176 million in payments oorsterm debt; and $85 million in cash distributionsoteners of minority interests of consolids
subsidiaries primarily related to the settlemen€efedo Synfuel LLC’s (Ceredo) synthetic fuels datives contracts (See Note 17A).

Our financing activities are described below.
2010

« On January 15, 2010, the Parent paid at maturi®p $tillion of its Series A Floating Rate Notes wjitoceeds from the $950 million of Ser
Notes issued in November 20(

« Subsequent to December 31, 2009, the Parent heslispproximately 3.6 million shares of common lstesulting in approximately $136 millit
in proceeds through the IP

2009

« On January 12, 2009, the Parent issued 14.4 m#limres of common stock at a public offering pat&37.50 per share. Net proceeds from
offering were approximately $523 million. On Febmud&, 2009, the Parent used $100 million of thecpeals to reduce its $600 million R
balance outstanding at December 31, 2008, ancethainder was used for general corporate purp

« On January 15, 2009, PEC issued $600 million astMtortgage Bonds, 5.30% Series due 2019. A pourifathe proceeds was used to repay
maturity of PEC’s $400 million 5.95% Senior Notdsg March 1, 2009. The remaining proceeds were usegpay PEC’s outstanding sheetsr
debt and for general corporate purpo:

« On March 19, 2009, the Parent issued an aggre@ai@ @illion of Senior Notes consisting of $300 ioifl of 6.05% Senior Notes due 2014
$450 million of 7.05% Senior Notes due 2019. A joortof the proceeds was used to fund REE&pital expenditures through an eg
contribution with the remaining proceeds used fmeayal corporate purpost

« On June 18, 2009, PEC entered into a Seveetenth Supplemental Indenture to its Mortgage Bedd of Trust, dated May 1, 1940,
supplemented, in connection with certain amendmémtthe mortgage. The amendments are set fortthenSeventyseventh Supplemen
Indenture and include an amendment to extend tharityadate of the mortgage by 100 years. The nitgtaiate of the mortgage is now May
2140.

« On November 19, 2009, the Parent issued an aggr&§&0 million of Senior Notes consisting of $35lion of 4.875% Senior Notes due 2(
and $600 million of 6.00% Senior Notes due 203% {toceeds were used to retire at maturity the $iiidn outstanding Series A Floating R
Notes due January 15, 2010, to repay outstandimgnacial paper balances, to -fund a portion of the $700 million aggregate prpatiamour
due upon maturity of our 7.10% Senior Notes duedddr, 2011, and for general corporate purpc

« During 2009, we repaid the November 2008 $600 amlbhorrowing under our RCA.
« Progress Energy issued approximately 3.1 millicsres of common stock resulting in approximatelyGarGllion in proceeds from its IPP and
employee benefit and equity incentive plans. Inetldh these amounts were approximately 2.5 milibares for proceeds of approximately §

million issued for the Progress Energy 401(k) Sgsi& Stock Ownership Plan (401(k)) and the IPP. Fa®9, the dividends paid on comn
stock were approximately $693 millic
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2008

« On February 1, 2008, PEF paid at maturity $80 onillof its 6.875% First Mortgage Bonds with avaitabhsh on hand and commercial p
borrowings.

« On March 12, 2008, PEC and PEF amended their RGthsansyndication of financial institutions to emtethe termination date by one year.
extensions were effective for both utilities on ka8, 2008. PEC’s RCA is now scheduled to expireddune 28, 2011, and PEFRRCA is nov
scheduled to expire on March 28, 2011 (“Credit Facilities and Registration Statem”).

« On March 13, 2008, PEC issued $325 million of Fstrtgage Bonds, 6.30% Series due 2038. The preceede used to repay the maturit
PEC’s $300 million 6.65% Mediurfierm Notes, Series D, due April 1, 2008, and tlmeaiader was placed in temporary investments foege
corporate use as need

« On April 14, 2008, the Parent amended its RCA vatlsyndication of financial institutions to extertk ttermination date by one year.
extension was effective on May 2, 2008. The RCAaw scheduled to expire on May 3, 2012 (“Credit Facilities and Registration Statem”).

« On May 27, 2008, Progress Capital Holdings, Inog of our wholly owned subsidiaries, paid at majuits remaining outstanding debt of ¢
million of 6.46% Mediur-Term Notes with available cash on ha

« On June 18, 2008, PEF issued $500 million of Mtettgage Bonds, 5.65% Series due 2018 and $1.006nbof First Mortgage Bonds, 6.4C
Series due 2038. A portion of the proceeds was tsedpay PEF utility money pool borrowings, and the remainprgceeds were placed
temporary investments for general corporate usaeasled. On August 14, 2008, PEF redeemed the entistanding $450 million princig
amount of its Series A Floating Rate Notes due Ndyer 14, 2008, at 100 percent of par plus acctenldst. The redemption was funded wi
portion of the proceeds from the June 18, 2008 dshbince

« On November 3, 2008, the Parent borrowed $600anillinder its RCA to reduce rollover risk in the coercial paper markets. The borrow
was repaid during 200

« On November 18, 2008, the Parent, as a wmtwn seasoned issuer, PEC and PEF filed a comisinelfl registration statement with the S
which became effective upon filing with the SECeTregistration statement is effective for threergeand does not limit the amount or numbe
various securities that can be issued (“ Credit Facilities and Registration Statem”).

« Progress Energy issued approximately 3.7 millicsret of common stock resulting in approximatelyZba8llion in proceeds from its IPP and
employee benefit and equity incentive plans. Inetldh these amounts were approximately 3.1 milibares for proceeds of approximately §
million issued for the 401(k) and the IPP. For 20®@ dividends paid on common stock were approtéim&642 million.

2007
« On July 2, 2007, PEF paid at maturity $85 millidnts 6.81% Medium¥erm Notes with available cash on hand and commlgoeiper borrowing

« On August 15, 2007, due to extreme volatility ie tommercial paper market, Progress Energy borr@486 million under its $1.13 billion RC
to repay outstanding commercial paper. On OctolBe2Q07, Progress Energy used $200 million of coroiakepaper proceeds to repay a por
of the amount borrowed under the RCA. On Deceml¥er2007, Progress Energy used $200 million of ab#l cash on hand to repay
remaining amount borrowed under the R(

« On August 15, 2007, due to extreme volatility ir tommercial paper market, PEC borrowed $300 millinder its $450 million RCA and paic
maturity $200 million of its 6.80% First Mortgageids. On September 17, 2007, PEC used $150 miliavailable cash on hand to repz
portion of the amount borrowed under the RCA. OtoBer 17, 2007, PEC repaid the remaining $150 onilbf its RCA loan using available ci
on hand

78




WPD-6
Screening Data Part 2 of 2
Page 921 of 7002

« On September 18, 2007, PEF issued $500 millionirst Mortgage Bonds, 6.35% Series due 2037 and $2iiibn of First Mortgage Bond
5.80% Series due 2017. The proceeds were usedpay REFS utility money pool borrowings and the remaindeaswplaced in tempore
investments for general corporate use as net

« On December 10, 2007, Progress Capital Holdings, tme of our wholly owned subsidiaries, paid atumity $35 million of its 6.75% Medium-
Term Notes with available cash on ha

« Progress Energy issued approximately 3.7 millicsret of common stock resulting in approximately$af5llion in proceeds from its IPP and
equity incentive plans. Included in these amourgsevapproximately 1.0 million shares for proceetdapproximately $46 million issued for 1
IPP. For 2007, the dividends paid on common stoeievapproximately $627 milliol

FUTURE LIQUIDITY AND CAPITAL RESOURCES

Please review “Safe Harbor for Forward-Looking &tants” and Item 1A, “Risk Factorddr a discussion of the factors that may impact smngt
forward-looking statements made herein.

The Utilities produced substantially all of our sotidated cash from operations for the years emszember 31, 2009, 2008 and 2007. We antic
that the Utilities will continue to produce subsgtally all of the consolidated cash flows from ogtéons over the next several years. Our discondl
synthetic fuels operations historically producegh#icant net earnings from the generation of teedits (See “Other Matters Synthetic Fuels Te
Credits”). A portion of these tax credits has yet to be realim cash due to the difference in timing of whax credits are recognized for finan
reporting purposes and realized for tax purposéPDecember 31, 2009, we have carried forward $71Bomof deferred tax credits. Realization
these tax credits is dependent upon our futurebtexiacome, which is expected to be generated pilyriay the Utilities.

We expect to be able to meet our future liquidiéeds through cash from operations, commercial papeance, availability under our credit facilif
longterm debt financings and equity offerings. We misp aise periodic ongoing sales of common stock foomIPP and employee benefit and s
option plans to meet our liquidity requirements.

We issue commercial paper to meet short-term liguiteeds. As a result of financial and economicditions in 2008 and 2009, the shtetm credi
markets tightened, resulting in volatility in commial paper durations and interest rates. The Raverrowed $600 million under its RCA
November 2008 and repaid the outstanding balandagdQ009 with proceeds from the January 2009 gds#tuance, cash on hand and proceeds
commercial paper borrowings. If liquidity condit®wuleteriorate again and negatively impact the comialepaper market, we will need to evalt
other, potentially more expensive, options for rimggbur short-term liquidity needs, which may iraduborrowing under our RCA, issuing shtatr
notes, issuing long-term debt and/or issuing equftpur short-term credit ratings are downgradetbty Tier 2 (A-2/P2/F2), we could experien
increased volatility in commercial paper duratiamsl interest rates and our access to the commeener markets could be negatively impacte
the event of a downgrade of our senior unsecureditcratings, our credit facility fees and borrogirates under our RCA'could increase. We do |
expect an increase in such RCA fees to be mat&ga.“Credit Rating Matters” for further discussiegarding credit ratings.

The current RCAs for the Parent, PEC and PEF expiMay 2012, June 2011 and March 2011, respegtiWe are currently evaluating options
addressing these upcoming expirations. In the ewenenter into new credit facilities, we cannotdice the terms, prices, durations or participan
such facilities.

Progress Energy and its subsidiaries have approgiyn$12.051 billion in outstanding lortgrm debt. Currently, approximately $860 million tbE
Utilities’ debt obligations, approximately $620 tigh at PEC and approximately $240 million at PEfg taxexempt auction rate securities insure:
bond insurance. These taxempt bonds have experienced and continue to iexer failed auctions. Assuming the failed auctipessist, futur
interest rate resets on our texempt auction rate bond portfolio will be depertdam the volatility experienced in the indices tdaitate our intere
rate resets and/or rating agency actions that meyenour tax-exempt bonds below A3/A-. PEGenior secured debt ratings are currently A
Moody’s Investors Service, Inc. (Moody’s) and A-/itla Negative by Standard and Poor’s Rating Ser\i8é&4?). PEFS senior secured debt ratil
are currently A1/Watch Negative by Moody’s and Adith Negative by S&P. In the event of a one nohrdyrade of PEC’s and/or
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PEF’s senior secured debt rating by S&P, the ratiofgboth utilities’ tax-exempt bonds would be helé-, most likely resulting in higher futu
interest rate resets. In the event of a one natgindrade by Moody’s, PEC’s and PEF’s &xempt bonds will continue to be rated above A3.WIE
continue to monitor this market and evaluate ogtimnmitigate our exposure to future volatility.

The performance of the capital markets affectsvdiaes of the assets held in trust to satisfy itbligations under our defined benefit pensiomg
Although a number of factors impact our pensiondfog requirements, a decline in the market valu¢ghete assets may significantly increase
future funding requirements of the obligations unulér defined benefit pension plans. We expect akerat least $120 million of contributions dire
to pension plan assets in 2010 (See Note 16).

As discussed in “Strategy,” “Liquidity and Capifésources,” “Capital Expenditures,” and in “Otheatdrs — Environmental MattergVer the lon
term, compliance with environmental regulations erekting the anticipated load growth at the Uéititas described under “Other Mattetaereasini
Energy Demandiill require the Utilities to make significant caali investments. These anticipated capital investmare expected to be fun:
through a combination of cash from operations asdance of longerm debt, preferred stock and/or common equityichviare dependent on ¢
ability to successfully access capital markets. M&y pursue joint ventures or similar arrangemerits third parties in order to share some of
financing and operational risks associated with begeload generation. As discussed in “Other Mattdduclear — Potential New ConstructioREF
expects its capital expenditures for the Levy mbjeill be significantly less in the near term thameviously planned in light of a regulatory schie
shift and other factors.

Certain of our hedge agreements may result in ¢oeipt of, or posting of, derivative collateral vibur counterparties, depending on the «
derivative position. Fluctuations in commodity @rscthat lead to our return of collateral received/ar our posting of collateral with our countertjes
negatively impact our liquidity. Substantially dirivative commodity instrument positions are sabje retail regulatory treatment. After settlemef
the derivatives and consumption of the fuel, aralized gains or losses are passed through thefstétecovery clause. Changes in natural gas f
and settlements of financial hedge agreements §lacember 31, 2008, have impacted the amount &Htechl posted with counterpartiest. Februan
19, 2010, we had posted approximately $168 mildbeash collateral compared to $146 million of cashateral posted at December 31, 2008¢
majority of our financial hedge agreements willtleetn 2010 and 2011. Additional commodity markeic@ decreases could result in signific
increases in the derivative collateral that we raquired to post with counterparties. We continuatlonitor our derivative positions in relation
market price activity. In addition, as discussed@mnedit Rating Matters,’if our credit ratings are downgraded, we may havedst additional ca
collateral for derivatives in a liability position.

The amount and timing of future sales of debt asaitg securities will depend on market conditiooperating cash flow and our specific needs.
may from time to time sell securities beyond theoanm immediately needed to meet capital requiremgnorder to allow for the early redemptior
long-term debt, the redemption of preferred stéloi,reduction of short-term debt or for other cogbe purposes.

At December 31, 2009, the current portion of ounglterm debt was $406 million. On January 15, 2010fumeled the $100 million Series A Float
Rate Notes maturity with proceeds from the Paredtgember 2009 $950 million lonigrm debt issuance, and we expect to fund the réenga$30t
million with a combination of cash from operationemmercial paper borrowings and long-term debt.

See “Credit Rating Matters” for information regarglirecent rating actions.

REGULATORY MATTERS AND RECOVERY OF CC

Regulatory matters, including nuclear cost recovasydiscussed in Note 7 and “Other Matters — Reigyl Environment,’and filings for recovery «
environmental costs, as discussed in Note 21 afidtimer Matters — Environmental Mattersyiay impact our future liquidity and financing adies.

The impacts of these matters, including the timiigrecoveries from ratepayers, can be both a soof@nd a use of future liquidity resourc
Regulatory developments expected to have a matenct on our liquidity are discussed below.
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As discussed further in Note 7 and in “Other MatterRegulatory Environmentthe North Carolina, South Carolina and Florida d&gures pass:
energy legislation that became law in recent ye@hese laws may impactur liquidity over the long term, including, amowghers, provisior
regarding cost recovery, mandated renewable partithndards, DSM and energy efficiency.

PEC Cos-Recovery Clause

On May 7, 2009, PEC filed with the SCPSC for a dase in the fuel rate charged to its South Carahitepayers. On June 19, 2009, the SC
approved a settlement agreement filed jointly byCRihd the South Carolina Office of Regulatory Staffl Nucor Steel. Under the terms of
settlement agreement, the parties agreed to PEQM®ged rate reduction of approximately $13 millimhich went into effect July 1, 2009.

On June 4, 2009, PEC filed with the North Caroligilities Commission (NCUC) for a decrease in thelfrate charged to its North Carol
ratepayers. The filing was updated on August 1D92®PEC asked the NCUC to approve a $14 milliorrefese in the fuel rates driven by declir
fuel prices, which went into effect December 1, 208t December 31, 2009, PECNorth Carolina deferred fuel balance was $148anil of whick
$62 million is expected to be collected after 2010.

PEC Other Matter:

On October 13, 2008, the NCUC issued a Certifictéublic Convenience and Necessity allowing PE(itoceed with plans to construct
approximately 600MW combined cycle dual fuel capable generatinglitscat its Richmond County generation site to pdevadditional generatil
and transmission capacity to meet the growing gnedegnands of southern and eastern North Carolig& Bxpects that the new generating
transmission capacity will be online by the secqodrter of 2011.

As discussed in Note 7 and in “Other Matters — Egrunental Matters,bn October 22, 2009, the NCUC issued an order ijguREC a Certificate -
Public Convenience and Necessity to construct aNdB0 combined cycle natural gdseled electric generating facility at a site in Wda County
N.C., to replace three c«fired generating units at the site that have a doetbgenerating capacity of approximately 400 M\e ivtend to contint
to depreciate the three coal-fired units at thaeirent depreciation rate until PEChext depreciation study. PEC projects that theegging facility
would be in service by January 2013. The filedneste of capital expenditures, net of AFUDerrowed funds for the new generating facilit
approximately $800 million. PEC modified its CleBmokestacks Act compliance plan for the changei@h $ource and removed retrofitting PEC’
Sutton Plant with emissioreduction technology from the plan. Accordingly,PEed a revised estimate with the NCUC, which rdased estimat
capital expenditures to meet the Clean Smokestacksemission targets by 2013 to $1.1 billion frorh.4b billion. We are continuing to evalu
various design, technology, generation and fueloopt including retiring some cofited plants that could change expenditures requiocemaintail
compliance with the Clean Smokestacks Act limitssequent to 2013.

In accordance with the October 2009 NCUC order, BEE@ with the NCUC a plan to retire no later thBecember 31, 2017, all of its cdéked
generating facilities in North Carolina that do hatve scrubbers. We intend to continue to depretiat coafired units at their current depreciat
rate until PEC's next depreciation study. On Ddzemi8, 2009, PEC filed with the NCUC an applicatior a Certificate of Public Convenience
Necessity to construct a &-MW combined cycle natural gdseled electric generating facility at a site invNélanover County, N.C. The fili
estimate of capital expenditures, net of AFUDC +#doeed funds for the new generating facility is eppmately $600 million PEC projects that tl
generating facility would be in service by late 20 early 2014.

PEF Base Rate

As a result of a base rate proceeding in 2005, W&d-party to a base rate settlement agreemenwtseffective with the first billing cycle of Jamy
2006 and remained in effect through the last Iglliycle of December 2009.

On March 20, 2009, in anticipation of the expiratf its current base rate settlement agreemerit, fiRkl with the FPSC a proposal for an increa

base rates effective January 1, 2010. In its fillRGF requested the FPSC to approve calendar 9&@rds the projected test period for setting nese
rates and approve annual rate relief for
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PEF of $499 million, which included PEFpetition for a combined $76 million of new baates in 2009 as discussed below. The requestdoease
base rates was based, in part, on investmentsPfERking in its generating fleet and in its trarssitn and distribution systems.

Included within the base rate proposal was a rédoesn interim base rate increase of $13 milliddditionally, on March 20, 2009, PEF petitiol
the FPSC for a limited proceeding to include inebaates revenue requirements of $63 million for tepowered Bartow Plant, which bei
commercial operations in June 2009. On May 19, 2689 FPSC approved both the annualized interire bat® increase and the cost recovery fc
repowered Bartow Plant subject to refund with ies¢effective July 1, 2009. The interim and limitebe rate relief increased revenues by $79
during the year ended December 31, 2009.

On January 11, 2010, the FPSC approved a basecatase of $132 million effective January 1, 20&Rich represents the annualized impact o
rate increase that was approved and effective 2ZD0® for the repowered Bartow Plant. Additionathye FPSC did not require PEF to refund the !
interim base rate increase previously discusseé. difference between PEFrequested $499 million incremental revenues &ed$132 millior
granted by the FPSC is a function of several factimcluding, among other things: 1) PEF had predasites based on a return on equity of 1
percent and the FPSC granted rates based on a mtuequity of 10.5 percent; 2) the FPSC grantéesrhased on projected annual depreci
expense that is approximately $119 million loweartlthe amount requested by PEF; and 3) the FP@{ing incorporates projected annual O&M c
that are approximately $77 million lower than th&ND cost requested by PEF and the elimination of #liion of annual storm reserve accn
which represented a $9 million increase over tloeuad previously in effect. We are currently reviegour regulatory options.

PEF Cos-Recovery Clauses

On March 17, 2009, PEF received approval from tRSE to reduce its 2009 fuel castovery factors by an amount sufficient to achiavg20t
million reduction in fuel charges to retail custosi@s a result of effective fuel purchasing stiage@nd lower fuel prices. The approval redi
customers’ fuel charges starting with the firstitog cycle of April 2009.

On September 14, 2009, PEF filed a request withRRE8C to seek approval of a cost adjustment toceeduel costs by $105 million, there
decreasing residential electric bills by $3.34 p&00 kWh, or 2.6 percent, effective January 1,02@n October 23, 2009, PEF filed a $3 million
adjustment with the FPSC, which reduced the capaoitrecovery clause (CCRC) rate by $0.08 per 1,000 kM the original September 14, 2(
cost adjustment filing. The FPSC approved PEF't§dnd capacity clause filings on November 2, 2@6%e effective January 1, 2010.

In addition, on August 28, 2009 and as updated ctoli@r 27, 2009, PEF filed a request to increasd&etbRC residential rate. Also, on Septembe
2009, PEF filed a request to increase the ECCRIieatal rate. The FPSC approved a combined $37omilhcrease in PEE'ECRC and ECC
clauses on November 2, 2009, to be effective Jgrye2010.

PEF has received approval from the FPSC for regottepugh the ECRC of the majority of costs assedawith the remediation of distribution &
substation transformers. The FPSC has approvedewstery of PEFS prudently incurred costs necessary to achievietiégrated strategy to addr
compliance with CAIR, the Clean Air Mercury RuleARR) and the Clean Air Visibility Rule (CAVR) thrgh the ECRC (See “Other Matters
Environmental Matters” for discussion regarding @R, CAMR and CAVR).

Nuclear Cost Recovel

PEF is allowed to recover prudently incurred sé@festion costs, preconstruction costs and the iceygost on construction cost balances on an a
basis through the CCRC. Such amounts will not lotugred in PEF’s rate base when the plant is placestbmmercial operation. The nuclear cost-
recovery rule also has a provision to recover cslstaild the project be abandoned after the utiéteives a final order granting a Determinatio
Need. These costs include any unrecovered conistnugbrk in progress at the time of abandonmentamdother prudent and reasonable exit cos
addition, the rule requires the FPSC to conducrarual prudence review of the reasonableness amipce of all such costs, including construc
costs, and such determination shall not be
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subject to later review except upon a finding efufit, intentional misrepresentation or the intergtiamithholding of key information by the utility. r§
November 19, 2009, the FPSC issued a final orderoaing the recovery of prudently incurred nucleasts through the CCRC, and found that 's
project management, contracting, and oversightrotsntvere reasonable and prudent. As discussedie R on October 16, 2009, the FPSC clar
certain implementation policies related to the ggttion of deferrals and the application of cargycharges under the nuclear cost-recovery rule.

On March 17, 2009, PEF received approval from tR8E to defer until 2010 the recovery of $198 millf nuclear preconstruction costs for Le
which the FPSC had authorized to be collected ©920he approval reduced customers’ nuclear magivery charge starting with the first bill
cycle of April 2009.

On May 1, 2009, pursuant to the FPSC nuclear mmstvery rule, PEF filed a petition to recover $4dllion through the CCRC, which primar
consists of preconstruction and carrying costsrimelior anticipated to be incurred during 2009 dredprojected 2010 costs associated with the
and CR3 uprate projects. In an effort to help ratiégthe initial price impact on its customers, ad pf its filing, PEF proposed collecting certaivst:
over a fiveyear period, with associated carrying costs onutmecovered balance. This alternate proposal redtiee 2010 revenue requiremen
$236 million. On September 14, 2009, consistenh WP SC rules, PEF included both proposed reverméresnents in its CCRC filing. At a spec
agenda hearing by the FPSC on October 16, 200%RS approved the alternate proposal allowing EEcover $207 million through the nucl
costrecovery clause of the CCRC beginning with the fiiling cycle of January 2010. The remainder,hwitinor adjustments, will also be recove
through the CCRC. In adopting PERjroposed rate plan for 2010, the FPSC permitkgel B annually reconsider changes to the recovedeferrec
amounts to afford greater flexibility to manageufat rate impacts.

CAPITAL EXPENDITURES

Total cash from operations and proceeds from kengr debt and equity issuances provided the fundiamgour capital expenditures, includ
environmental compliance and other utility propextiditions, nuclear fuel expenditures and nontytgroperty additions during 2009.

As shown in the table that follows, we expect thegarity of our capital expenditures to be incuregur regulated operations. We expect to func
capital requirements primarily through a combinatid internally generated funds, lotgrm debt, preferred stock and/or common equityaddition
we have $2.030 billion in credit facilities thatpport the issuance of commercial paper. Acceshgacbmmercial paper market provides additi
liquidity to help meet working capital requirement&FUDC — borrowed funds represents the debt costs of cafuitels necessary to finance
construction of new regulated plant assets.

Actual Forecastel
(in millions) 2009 2010 2011 2012
Regulated capital expenditur $ 199% $ 2,16C $ 2,12 $ 1,81(
Nuclear fuel expenditure 20C 23C 30C 26C
AFUDC-borrowed fund: (37) (30 (40 (40)
Other capital expenditure 7 30 30 30
Total before potential nuclear construct 2,16t 2,39( 2,41( 2,06(
Potential nuclear constructi(® 291 100-15C 60— 70 60-70
Total $ 2,45¢  $2,490-2,54( $2,470-2,48( $2,120-2,13(

@ Expenditures for potential nuclear constructionregeof AFUDC - borrowed funds

Regulated capital expenditures for 2010, 2011 adtR2n the previous table include approximately G3illion, $40 million and $100 millioi
respectively, for environmental compliance capéapenditures. Forecasted environmental compliaapéat expenditures for 2010, 2011 and 2
include $20 million, $40 million and $50 millionespectively, at PEC. Forecasted environmental camg# capital expenditures for 2010 and ?
include $110 million and $50 million, respectivet PEF. No environmental compliance capital exjiares are forecasted for PEF in 2011.
“Other Matters — Environmental Matters” for furttgiscussion of our environmental compliance costsralated recovery of costs.
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Potential nuclear construction expenditures, wisch primarily for PEFS Levy, include development, licensing and equipmEarecasted potent
nuclear construction expenditures are dependem,ugrad may vary significantly based upon, the deweiso build, regulatory approval schedu
timing and escalation of project costs, and thegmiages of joint ownership. Because of anticipatgebdule shifts, we are negotiating an amenc
to the Levy EPC agreement. (See discussion und#retCMatters — Nuclear — Potential New Construc)ioithe forecasted capital expenditt
presented in the previous table reflect the ardieig impact of such amendment. If Levy is defeoedancelled, PEF may incur contract suspen
termination and/or exit costs. The magnitude ofs¢heontract suspension, termination and/or exitscoannot be determined at this time .
accordingly, are not included in the previous taBletential nuclear construction expenditures atgest to costecovery provisions in the Utilitie
respective jurisdictions Forecasted potential rarct®nstruction expenditures for 2010, 2011 and220&lude approximately $70 million, $30 milli
and $30 million, respectively, of preconstructiopenditures, which are eligible for recovery unBlarida’s nuclear cost-recovery rule.

All projected capital and investment expenditures subject to periodic review and revision and naagy significantly depending on a numbe
factors including, but not limited to, industry negturing, regulatory constraints, market volatiknd economic trends.

CREDIT FACILITIES AND REGISTRATION STATEMENTS

At December 31, 2009 and 2008, we had committess lof credit used to support our commercial papemolwings. At December 31, 2009, we hat
outstanding borrowings under our credit facilitiés.December 31, 2008, we had $600 million of arsling borrowings under our credit facilities
shown in the table below, of which $100 million waassified as longerm debt. We are required to pay minimal annuairo@ment fees to mainte
our credit facilities.

The following tables summarize our RCAs and avédaapacity at December 31:

2009
Outstanding
(in millions) Description Total @ Reserved®) Available
Parent Five-year (expiring 5/3/12) $ 1,13C $ - 3 177 $ 952
PEC Five-year (expiring 6/28/11) 45C - - 45C
PEF Five-year (expiring 3/28/11) 45(C — — 45C
Total credit facilities $ 2,03C $ - 3 177 $ 1,85:¢
2008
(in millions) Description Total  Outstandin¢® Reserve® Available
Parent Five-year (expiring 5/3/12 $ 1,13C $ 60C $ 99 3 431
PEC Five-year (expiring 6/28/11 45C - 11C 34C
PEF Five-year (expiring 3/28/11 45(C — 371 79
Total credit facilities $ 2,03C % 60C  $ 58C $ 85C

g

The RCA borrowings outstanding at December 31, 2@@8e repaid during 200

To the extent amounts are reserved for commerapepor letters of credit outstanding, they are aatilable for additional borrowings.
December 31, 2009 and 2008, the Parent had aawtalint of $37 million and $30 million, respectivetf letters of credit issued, which w
supported by the RCA. Subsequent to December 319,28e Parent repaid all of its outstanding conuiaépaper with proceeds from the $!
million November 2009 issuance of Senior No

G

All of the revolving credit facilities supportingpé credit were arranged through a syndicationraricial institutions. There are no bilateral cocts
associated with these facilities. See Note 11 dmliteonal discussion of our credit facilities.

The RCAs provide liquidity support for issuancesofmmercial paper and other shtatm obligations. We expect to continue to use cencial pape

issuances as a source of liquidity as long as wiataia our current short-term ratings. Fees andrest rates under the ParesnRCA are based up
the credit rating of the Parent’s long-term
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unsecured senior noncredit-enhanced debt, currestityl as Baa2/Watch Negative by Moadghd BBB/Watch Negative by S&P. Fees and int
rates under PEC’s RCA are based upon the creditgraf PEC’s long-term unsecured senior noncredtianced debt, currently rated as Al
Moody’s and BBB+/Watch Negative by S&P. Fees arntdrest rates under PEF's RCA are based upon #¢ut cating of PEF’s longerm unsecure
senior noncredit-enhanced debt, currently ratedi3#g/atch Negative by Moody’s and BBB+/Watch Negathy S&P.

All of the credit facilities include defined maximutotal debt-tatotal capital ratio (leverage) covenants, which were in compliance with
December 31, 2009. We are currently in complianm expect to continue to be in compliance with ¢hesvenants. See Note 11 for a discussit
the credit facilities’'financial covenants. At December 31, 2009, the utated ratios for the Progress Registrants, putst@rthe terms of tt
agreements, are as disclosed in Note 11.

The Parent, as a wethown seasoned issuer, has on file with the SEReH segistration statement under which it may éssa unlimited number
amount of various securities, including senior dadaturities, junior subordinated debentures, comgtock, preferred stock, stock purchase conti
stock purchase units, and trust preferred secsiitiel guarantees.

PEC has on file with the SEC a shelf registratitatesnent under which it may issue an unlimited neinds amount of various lonigrm debt securitit
and preferred stock.

PEF has on file with the SEC a shelf registrati@tesnent under which it may issue an unlimited neinds amount of various longrm debt securitit
and preferred stock.

Both PEC and PEF can issue first mortgage bondsruhdir respective first mortgage bond indentir@sed on property additions, retirements of
Mortgage Bonds and the deposit of cash, provided ddjusted net earnings are at least twice the@arinterest requirement for bonds curre
outstanding and to be outstanding. At Decembe8Q9, PEC and PEF could issue up to approxima&ly Billion and $2.6 billion of first mortga
bonds, respectively, based on property additiomsratirements of previously issued first mortgagads. At December 31, 2009, PEC’s and REF’
ratios of adjusted net earnings to annual inteegpiirement on outstanding first mortgage bondewed times and 3.4 times, respectively.

CAPITALIZATION RATIOS

The following table shows our capitalization rateaDecember 31:

200¢ 200¢
Total equity 42.3% 41.9%
Preferred stoc 0.4% 0.5%
Total debi 57.3% 57.6%
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Moody’s
Investors Servic

Standard & Po(s

Fitch Ratings

Long-Term Ratings

Parent

Outlook/Watch Watch Negative@) Watch Negative®) Stable
Corporate credit ratin n/a BBB+ BBB
Senior unsecured de Baa2 BBB BBB
PEC

Outlook/Watch Stable Watch Negative®) Stable
Corporate credit ratin A3 BBB+ A-
Senior secured de Al A- A+
Senior unsecured de A3 BBB+ A
Subordinate det Baal n/a n/a
Preferred stoc Baa2 BBB- BBB+

PEF

Outlook/Watch
Corporate credit ratin
Senior secured de
Senior unsecured de
Preferred stoc

Watch Negative@)
A3
Al
A3
Baa2

Watch Negative®)
BBB+
A-
BBB+
BBB-

Watch Negative©
A-
A+
A
BBB+

Florida Progress Corporation (FPC) Capital |

Outlook/Watch Watch Negative@) Watch Negative®) Watch Negative©
Quarterly Income Preferred Securit(d) Baa?2 BBB- BBB+
Shor-Term Ratings

Parent

Watch Watch Negative@ N/A N/A
Commercial Pape P-2 A-2 F2

PEC

Watch N/A N/A N/A
Commercial Pape P-2 A-2 F1

PEF

Watch N/A N/A Watch Negative©)
Commercial Pape P-2 A-2 F1

@ On January 19, 2010, Moody'’s placed these ratinggwiew for possible downgrade.

(®) On January 14, 2010, S&P placed these ratings edit@atch Negative.

© On January 12, 2010, Fitch placed these ratingRatimg Watch Negative

@  Guaranteed by the Parent and F

These ratings reflect the current views of thes@gaagencies, and no assurances can be givethtéss ratings will continue for any given perioi

time. However, we monitor our financial conditiosaell as market conditions that could ultimatefeet our credit ratings.
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On August 3, 2009, Moody'’s raised the senior setdebt rating of both PEC and PEF to Al from AZassult of Moodys reevaluating its notchil
criteria for investment-grade regulated utilities reflect the historical lower default rates fogukated utilities than for non-financial, nanility
corporate issuers.

On January 12, 2010, Fitch placed ratings of PEFRIPC Capital | on Rating Watch Negative as a teduthe January 11, 2010 ruling by the FPS
the PEF base rate case proceeding. Fitch cited loagh flow expectations and increased regulaiskyas drivers for the rating action.

On January 14, 2010, S&P placed ratings of Progeessgy, Inc. and its subsidiaries, including PBPEF, FPC Capital | and Florida Progress C
on CreditWatch Negative as a result of the Janian2010 ruling by the FPSC in the PEF base rate peoceeding. At the same time, S&P affir
the ‘A-2’ short-term ratings on Progress Energy, IPEC and PEF.

On January 19, 2010, Moody’s placed the ltexga ratings of Progress Energy, Inc. and PEF eiewefor possible downgrade as a result of
January 11, 2010 ruling by the FPSC in the PEF batsecase proceeding. Moody’s also placed thet-¢don rating for commercial paper of Progi
Energy, Inc. on review for possible downgrade.h& same time, Moody'’s affirmed the ratings andlstabtlook of PEC.

As noted above, the three rating agencies citext@ised regulatory risk and PERate case outcome as the key driver of the mtngons. Crec
rating changes could be made after the agenciesdwmupleted their reviews of PEF's rate order amdresponse to the decision.

Credit rating downgrades could negatively impaat ahility to access the capital markets and resgondajor events such as hurricanes. Our cc
capital could also be higher, which could ultimgptgicrease prices for our customers. It is impdrfan us to maintain our credit ratings and F
access to the capital markets in order to relizkelyve customers, invest in capital improvements@egare for our customsrfuture energy nee
(See Item 1A, “Risk Factors”).

As discussed in Note 17C, credit rating downgramesd also require us to post additional cash tmi#é for commodity hedges in a liability posit
as certain derivative instruments require us td pokateral on liability positions based on ouedit ratings.

On January 22, 2010, Fitch lowered the rating oif€’BEPEF's and FPC Capital I's preferred securitesBBB+ from A- as a result of tt
implementation of Fitch’s revised guidelines fotimg preferred stock and hybrid securities.
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OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATI ONS

Our off-balance sheet arrangements and contrashliglations are described below.
GUARANTEES

As a part of normal business, we enter into varegreements providing future financial or perforemassurances to third parties. These agree
are entered into primarily to support or enhaneedteditworthiness otherwise attributed to ProgEassrgy or our subsidiaries on a staaidre basi:
thereby facilitating the extension of sufficienedit to accomplish the subsidiarigetended commercial purposes. Our guarantees iacttandb
letters of credit, surety bonds, performance otiligs for trading operations and guarantees ofgerubsidiary credit obligations. At December
2009, we have issued $406 million of guaranteesufiire financial or performance assurance, inclgdil1 million at PEC. Included in this amour
$300 million of guarantees of certain paymentsaaf tvholly owned indirect subsidiaries issued by Baent (See Note 23). Subsequent to Dece
31, 2009, the Parent issued a $76 million guarafateperformance assurance of a wholly owned irdiseibsidiary. We do not believe conditions
likely for significant performance under the gudess of performance issued by or on behalf ofiaféb.

At December 31, 2009, we have issued guaranteesndednifications of certain asset performancealletax and environmental matters to t
parties, including indemnifications made in coni@tiwith sales of businesses, afod timely payment of obligations in support of awonwholly
owned synthetic fuels operations as discussed te R?C.

MARKET RISK AND DERIVATIVES

Under our risk management policy, we may use aetyaof instruments, including swaps, options andvésd contracts, to manage exposur
fluctuations in commodity prices and interest rateése Note 17 and Item 7A, “Quantitative and Qatlie Disclosures About Market Riskir a
discussion of market risk and derivatives.

CONTRACTUAL OBLIGATIONS

We are party to numerous contracts and arrangenabiigating us to make cash payments in future siedhese contracts include finan
arrangements such as debt agreements and leasesll @as contracts for the purchase of goods amdcsss. In most cases, these contracts co
provisions for price adjustments, minimum purchbsesls and other financial commitments. The comraiimamounts presented in the follown
table are estimates and therefore will likely diffiem actual purchase amounts. Further disclosegarding our contractual obligations is includa
the respective notes to the Consolidated Finargfialements. We take into consideration the futemmitments when assessing our liquidity
future financing needs.
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The following table reflects Progress Enesggbntractual cash obligations and other commecaiamitments at December 31, 2009, in the respe
periods in which they are due:

Less than More than'!

(in millions) Total yeal 1-3 year: 3-5 year: year:
Long-term debt@ (See Note 11 $ 12,51 $ 40€ $ 1,95 $ 1,12t % 9,03«
Interest payments on lo-term debi® 10,077 707 1,28¢ 1,07: 7,00¢
Capital lease obligatior© (See Note 22B 484 34 67 74 30¢
Operating lease© (See Note 22B 1,43( 35 83 181 1,131
Fuel and purchased pow® (See Note 22A 24,07( 3,09z 5,20z 3,922 11,85:
Other purchase obligatiol®) (See Note 22A 9,74¢ 1,87z 3,28¢ 2,88¢ 1,70¢
Minimum pension funding requiremer® 794 74 352 22¢ 13€
Other postretirement benef(@ (See Note 16A 397 34 73 79 211
Uncertain tax position® (See Note 14 - - - - -
Other commitment() 10E 13 26 26 40
Total $ 59,62 $ 6,261 $ 12,33 $ 959 $ 31,43(

Our maturing debt obligations are generally expétebe repaid with cash from operations or refaeghwith new debt issuances in the ca
markets.

Interest payments on lo-term debt are based on the interest rate effeatiBecember 31, 200

Amounts include certain related executory cost ciments.

Essentially all fuel and certain purchased povestsincurred by the Utilities are recovered thioagstrecovery clauses in accordance with ¢
and federal regulations and therefore do not recgéparate liquidity suppo

Amounts primarily relate to an EPC agreement ttiz Bntered into in December 2008 for two nucledisysianned for construction at Levy. 1
contractual obligations presented are in accordaiittethe existing terms of the EPC agreement, tvlissumes the original construction sche
and 100 percent ownership by PEF. Actual paymentieiuthe EPC agreement are dependent upon, andianasignificantly based upon, 1
decision to build, regulatory approval schedulesing and escalation of project costs, and the greeges, if any, of joint ownership. Becaus
anticipated schedule shifts, we are negotiatingrmendment to the EPC agreement (See discussiom t@teer Matters — Nuclear Potentia
New Constructior”) We cannot currently predict the impact such adment might have on the amount and timing of RE€Ontractu:
obligations. If Levy is deferred or cancelled, PERBy incur contract suspension, termination anddr aosts. The magnitude of these cont
suspension, termination and exit costs cannot terrd@ned at this time and, accordingly, are ndeméd in this table

Represents the projected minimum required confohatto the qualified pension trusts for a totall6fyears. These amounts are subject to ci
significantly based on factors such as pension @saings and market interest ral

Represents projected benefit payments for a téthd gears related to our postretirement healthlé@glans. These amounts are subject to ch
based on factors such as experienced claims artaédrealth care cost tren:

Uncertain tax positions of $160 million are notleefed in this table as we cannot predict when openme tax years will be closed w
completed examinations. It is reasonably possitde the total amounts of unrecognized tax benefilsdecrease by up to approximately ¢
million during the 1-month period ending December 31, 2010, due to eggesettiement:

By NCUC order, in 2008, PEC began transitioning tNoCarolina jurisdictional amounts currently retdninternally to its extern
decommissioning funds. The transition of the omdii131 million must be complete by December 311, 72(and at least 10 percent mus
transitioned each yee
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OTHER MATTERS

REGULATORY ENVIRONMENT

The Utilities’ operations in North Carolina, South Carolina aratiBik are regulated by the NCUC, the SCPSC an&RB&C, respectively. The Utiliti
are also subject to regulation by the FERC, the MR@ other federal and state agencies common tatilitg business. As a result of regulation, m
of the fundamental business decisions, as weheasdte of return the Utilities are permitted toneare subject to the approval of one or morehes:
governmental agencies.

To our knowledge, there is currently no enactegroposed legislation in North Carolina, South Gaeobr Florida that would give retail ratepayere
right to choose their electricity provider or otwése restructure or deregulate the electric ingustfe cannot anticipate when, or if, any of thetsges
will move to increase retail competition in theatie industry.

The American Recovery and Reinvestment Act, siginéal law in February 2009 contains provisions préing energy efficiency and renewa
energy, including $3.4 billion in Smart Grid tectogy development grants, $615 million for Smartdsstorage, monitoring and technology viabi
$6.3 billion for energy-efficiency and conservatigrants and $2 billion in tax credits for the puash of plugn electric vehicles. In August 2009,
submitted our application to the United States D@mpant of Energy (DOE) for $200 million in federaktching infrastructure funds in support of
investment in Smart Gricelated technologies in the Carolinas and Flor@ia.October 27, 2009, the DOE notified us of ouesibn for Smart Gri
award negotiations. We are now awaiting furtherstjpes and comments from the DOE on our Smart @gglication. The submission of
application and the notification for award negatias are not a commitment to accept federal fundsie necessary steps to keep the option ope
are currently evaluating the provisions of the lamd assessing the conditions imposed by partioipati the incentive programs. Also, the Ob:
administration has announced a goal of encouraigivgstment in transmission and promoting renewaddeurces while also pricing GHG emiss|
and setting a federal requirement for renewablegsne

On June 26, 2009, the U.S. House of Representgtiagsed the American Clean Energy and SecurityoA2009. This bill would establish a natio
cap-andtrade program to reduce GHG emissions as wellretianal renewable energy portfolio standard (REFBg bill also calls for investment
the electric grid, more production and utilizatielectric vehicles and improvements in energicigfificy in buildings and appliances. The full im{
of the legislation, if enacted into law, cannotdetermined at this time and will depend upon changade to its provisions during the legisla
process and the manner in which key provisionsraptéemented, including the regulation of carboneThS. Senate is considering similar propo
The full impact of final legislation, if enactedicadditional regulation resulting from these atfieofederal GHG initiatives cannot be determint
this time; however, we anticipate that it couldutesn significant cost increases over time, forieththe Utilities would seek corresponding
recovery.

Current retail rate matters affected by state rgny authorities are discussed in Notes 7B andIh@. discussion identifies specific retail ratetiees
the status of the issues and the associated etfeaisr consolidated financial statements.

On July 31, 2009, the governor of North Carolingnsid into law a bill that includes three key pramis that may impact PEC. First, the legisla
accelerates the certification process for a puldiity to construct a new natural gas plant agjlas the public utility permanently retires thestiric
coal unit at that specific site. Pursuant to tiggslation, PEC requested and received approval freMNCUC to pursue construction of a new 93850/
natural gas plant (see further discussion in Nd&eaid “Other Matters — Environmental Matters®econd, a recovery mechanism is provide(
utilities if they invest in zero emissions reneweabhergy facilities within the next five years. &ig, the legislation changes the stat®lam Safety A
such that dams at utility coal-fired power plaritgluding dams for ash ponds, will be subject te #ct's applicable provisions, including st
inspection as of January 1, 2010.

Florida energy law enacted in 2008 includes prowisithat would, among other things, (1) help en&dhe ability to coseffectively site transmissit
lines; (2) require the FPSC to develop a renewpbitolio standard that the
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FPSC would present to the legislature for ratifaratin 2009; (3) direct the Florida Department efviEonmental Protection (FDEP) to develop
establishing a cap-artdade program to regulate GHG emissions that th&R-Bvould present to the legislature no earlier thanuary 2010 fi
ratification by the legislature; and (4) establshew Florida Energy and Climate Commission asptirecipal governmental body to develop ent
and climate policy for the state and to make recenuations to the governor and legislature on enargy climate issues. In complying with
provisions of the law, PEF would be able to recat®reasonable prudent compliance costs. Howewdil, these agency actions are finalized,
cannot predict the costs of complying with the law.

On July 13, 2007, the governor of Florida issuedceive orders to address reduction of GHG emissidie executive orders call for the 1
southeastern state cap-anade program and include adoption of a maximumwwadble emissions level of GHGs for Florida utiktierhe standard w
require, at a minimum, the following three reductimilestones: by 2017, emissions not greater thaar Y2000 utility sector emissions; by 2(
emissions not greater than Year 1990 utility seetorssions; and by 2050, emissions not greater 20gpercent of Year 1990 utility sector emissi
To date, the FDEP has held three rulemaking wopsiom the GHG cap-artdade rulemaking. Rulemaking is expected to comtitiwough 2010, ai
the rule requires legislative ratification befongplementation.

The executive orders also requested that the FRi&teé a rulemaking by September 1, 2007, thatld/¢L) require Florida utilities to produce at It
20 percent of their electricity from renewable sms; (2) reduce the cost of connecting solar ahdratenewable energy technologies to Flodda’
power grid by adopting uniform statewide intercoctien standards for all utilities; and (3) autheriz uniform, statewide method to enable reside
and commercial customers who generate electrioityn fonsite renewable technologies of up to 1 MV¢apacity to offset their consumption ove
billing period by allowing their electric meterstiarn backward when they generate electricity (netering). On January 12, 2009, the FPSC app

a draft Florida renewable portfolio standard ruléhva goal of 20 percent renewable energy prododbip 2020. The FPSC provided the draft Flc
renewable portfolio standard rule to the Floridgidlature in February 2009, but the legislature mid take action in the 2009 session. We ce
predict the outcome of this matter.

We cannot predict the costs of complying with #ed and regulations that may ultimately result fitbese executive orders. Our balanced solutic
described in “Energy Demand,” includes greater stwent in energy efficiency, renewable energy datef-theart generation and demonstrates
commitment to environmental responsibility.

North Carolina energy law enacted in 2007 inclugiesisions for a North Carolina Renewable Energg Bnergy Efficiency Portfolio Standard (I
REPS), expansion of the definition of the tradifibfuel clause and recovery of the costs of new D&id energyefficiency programs through
annual DSM clause. On February 29, 2008, the NC&$Qed an order adopting final rules for implemenftiorth Carolinas 2007 energy law. T
rules include filing requirements regarding NC RE®Bpliance and inclusion in the Utiligyintegrated resource plan. The order also eshedslis
schedule and filing requirements for DSM and enesfligiency cost recovery and financial incentivBates for the DSM and energfficiency claus
and the NC REPS clause will be set based on pegeabsts with true-up provisions. PEC has impleettmt series of DSM and energfficiency
programs and will continue to pursue additionalgpams. These programs must be approved by the N@o&€ we cannot predict the outcomt
filings currently pending approval by the NCUC dnether the implemented programs will produce theeeted operational and economic results.

ENERGY DEMAND

Implementing state and federal energy policiesating environmental stewardship and providingatai electricity to meet the anticipated long-
term growth within the Utilities'service territories will require a balanced apptoathe three main elements of this balanced saiugice: (1
expanding our energy-efficiency programs; (2) inwesin the development of alternative energy resesi for the future; and (3) operating state-of-the
art plants that produce energy cleanly and effittyehy modernizing existing plants and pursuingiaps for building new plants and associ:
transmission facilities.

We are actively pursuing expansion of our DSM, gpefficiency and conservation programs because engffigiency is one of the most effect
ways to reduce energy costs, offset the need forpwver plants and protect
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the environment. DSM programs include programs iaitdhtives that shift the timing of electricity esrom peak to nonpeak periods, such as
management, electricity system and operating ctatdirect load control, interruptible load, anéatic system equipment and operating controls
provide our residential customers with home enexgglits and offer energgfficiency programs that provide incentives fortoasers to impleme
measures that reduce energy use. For businessrarstove also provide energy audits and other taodtuding an interactive Internet Web site v
online calculators, programs and efficiency tipshélp them reduce their energy use.

We are actively engaged in a variety of alternaémergy projects to pursue the generation of ébytifrom swine waste and other plant or ani
sources, biomass, solar, hydrogen, and langiii-technologies. Among our projects, we have égdotontracts to purchase approximately 250
of electricity generated from biomass and up toMB¥ of electricity generated from municipal solid sta sources. The majority of these proj
should be online within the next five years. In itidd, we have executed purchased power agreenientapproximately 10 MW of electrici
generated from solar photovoltaic generation at gfathe NC REPS. The majority of these projects @mline and the remainder should be onlin
early 2010. Additionally, customers across our iserterritory have connected approximately 4 MWsofar photovoltaic energy systems to our |
In June 2009, we expanded our solar energy strateimelude a range of new solar incentives andyaoms, which are expected to increase our L
solar energy by more than 100 MW over the nextdeca

In the coming years, we will continue to invesgekisting plants and consider plans for building rgmerating plants. Due to the anticipated |tergr
growth in our service territories, we estimate thatwill require new generation facilities in bdttorida and the Carolinas toward the end of the
decade, and we are evaluating the best availaltienspfor this generation, including advanced desigclear and gas technologies. At this time
definitive decisions have been made to construstmeclear plants.

In 2009, PEC announced a coal-to-gas modernizatiabegy whereby the 11 remaining ctiedd generating facilities in North Carolina thda no
have scrubbers would be retired prior to the entheir useful lives and their approximately 1,500MWbf generating capacity replaced with r
natural gas-fueled facilities. The cdakd units will be retired by the end of 2017. PEE&s received approval from the NCUC for constaurcof ¢
950-MW natural gagdeled generating facility at a site in Wayne CguiN.C., to be placed in service in January 2013C Mas requested apprc
from the NCUC to construct a 620-MW natural dasled generating facility at a site in New Hano@gunty, N.C. The facility is projected to
placed in service in late 2013 or early 2014. PEICosntinue to operate three cofled plants in North Carolina after 2017. PEC hagested mor
than $2 billion in installing state-of-the-art esin controls at the Roxboro, Mayo and Ashevillar®s. Emissions of NOx, SO, mercury and oth

pollutants have been reduced significantly at theitees.

As authorized under the Energy Policy Act of 20BPACT), on October 4, 2007, the DOE published fiegjulations for the disbursement of u
$13 billion in loan guarantees for cleanergy projects using innovative technologies. g@rantees, which will cover up to 100 percentefamour
of any loan for no more than 80 percent of thegmbgost, are expected to spur development of agatéean-coal and ethanol projects.

In 2008, Congress authorized $38.5 billion in lgalarantee authority for innovative energy proje@fsthe total provided, $18.5 billion is set asfde
nuclear power facilities, $2 billion for advancedkctear facilities for the "front-end" of the nucitdfael cycle, $10 billion for renewable and/or emper
efficient systems and manufacturing and distridigaeergy generation/transmission and distribut® billion for coalbased power generation ¢
industrial gasification at retrofitted and new faigs that incorporate carbon capture and seqaiistr or other beneficial uses of carbon, and $bb
for advanced coal gasification. In June 2008, tiEannounced solicitations for a total of up to $3@llion of the amount authorized by Congres
federal loan guarantees for projects that emplayaded energy technologies that avoid, reduceduresgter air pollutants or greenhouse gas emis
and advanced nuclear facilities for the “front-endithe nuclear fuel cycle.

PEF submitted Part | of the Application for Feddrahn Guarantees for Nuclear Power Facilities got&aber 29, 2008, for Levy. PEF was one ¢
applicants that submitted Part | of the applicatibhe program requires that the guarantee be irstalien position on all assets of the project,iat
conflicts with PEF’s current mortgage. Obtaining flequired approval to amend the current mortgega .00 percent of PE§&'current bondholde
would be unlikely, and current secured debt of $llion would need to be refinanced with unseculetit to meet
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the requirements of the guarantee. In addition ctists associated with obtaining the loan guaraateainclear. PEF decided not to pursue the
guarantee program and did not submit Part Il ofapplication, which was due on December 19, 20@8véver, this decision does not preclude
from revisiting the program at a later date if thare changes to the program. We cannot pred®&H will pursue this program further.

A new nuclear plant may be eligible for the fedgmadduction tax credits and risk insurance providgdePACT. EPACT provides an annual tax ct
of 1.8 cents per kWh for nuclear facilities for ffirst eight years of operation. The credit is lied to the first 6,000 MW of new nuclear generatit
the United States and has an annual cap of $12i&mer 1,000 MW of national MW capacity limitati@llocated to the unit. In April 2006, the |
provided interim guidance that the 6,000 MW of protibn tax credits generally will be allocated ®annuclear facilities that filed license applicat
with the NRC by December 31, 2008, had poured wadated concrete prior to January 1, 2014, and whkxreed in service before January 1, 2
There is no guarantee that the interim guidanckbeiincorporated into the final regulations gowegnihe allocation of production tax credits. Mplé
utilities have announced plans to pursue new nuglksents. There is no guarantee that any nucleartple construct would qualify for these or o
incentives. We cannot predict the outcome of thésten.

NUCLEAR

Nuclear generating units are regulated by the NIRGhe event of noncompliance, the NRC has theaityhto impose fines, set license conditic
shut down a nuclear unit or take some combinaticthese actions, depending upon its assessmehedfdverity of the situation, until complianc
achieved. Our nuclear units are periodically rendofrem service to accommodate normal refueling arantenance outages, repairs, uprates
certain other modifications.

CR3 is currently undergoing an extended outagenéomal refueling and maintenance as well as a prageincrease its generating capability an
replace two steam generators. During preparatiomeplace the steam generators, workers discowed=lamination within the concrete of the o
wall of the containment structure. PEF is finalizithe root cause determination of the delaminatioent and the necessary repair plans. At pre
PEF does not have a firm return to service dateCteB, finalized repair estimates and replacemewntepaosts, or the impact of insurance recov
However, the costs to repair the delamination ssmba@ated costs of an outage extension, such §spfuehased power and maintenance, cou
material. Based on the current understanding ofcthese of the delamination event and the concepépalir strategy, PEF expects that CR3
return to service in mid-2010.

The NRC operating licenses for PEGiuclear units are currently operating under Besnthat expire between 2010 and 2026. The NR@Haaxte(
PEC 20year renewals of the licenses for its nuclear umitsich extend the operating licenses to expirevbet 2030 and 2046. The NRC opere
license held by PEF for CR3 currently expires irc€aber 2016. On March 9, 2009, the NRC docketedcoepted for review, PESapplication for
20-year renewal on the operating license for CR3, whiould extend the operating license through 2&3&pproved. Docketing the application d
not preclude additional requests for informationtfzes review proceeds, nor does it indicate whetherNRC will renew the license. The lice
renewal application for CR3 is currently under eaviby the NRC with a decision expected in 2011.

POTENTIAL NEW CONSTRUCTIC

While we have not made a final determination onlearcconstruction, we continue to take steps t@lagn the option of building a plant or pla
During 2008, PEC and PEF filed COL applicationpatentially construct new nuclear plants in Norérdina and Florida. The NRC estimates th
will take approximately three to four years to mwiand process the COL applications. We have fatasehe potential construction in Florida gi
the need for more fuel diversity in Florida andieipated federal and state policies to reduce GiH{&Bgions as well as existing state legislativeqy
that is supportive of nuclear projects.

On January 23, 2006, we announced that PEC selaciigd at Harris to evaluate for possible futwel@ar expansion. We selected the Westingt

Electric AP1000 reactor design as the technologgnughich to base PEE€ application submission. On February 19, 2008, RFiled its COL
application with the NRC for two additional react@t Harris. On April 17, 2008, the NRC docketataacepted for review, the Harris application.
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Docketing the application does not preclude add#igequests for information as the review proceads does it indicate whether the NRC will is
the license. No petitions to intervene have beenmitheld in the Harris COL application. If we receigpproval from the NRC and applicable s
agencies, and if the decisions to build are madeyaplant would not be online until at least 2¢%8e “Energy Demand” above).

On December 12, 2006, we announced that PEF sglactgeenfield site at Levy to evaluate for possiolture nuclear expansion. We selectec
Westinghouse Electric AP1000 reactor design astebhnology upon which to base PEFapplication submission. In 2007, PEF completea
purchase of approximately 5,000 acres for Levy aggbciated transmission needs. In 2007, both ting Ceunty Planning Commission and the B
of Commissioners voted unanimously in favor of REf€quests to change the comprehensive land use@faMay 29, 2008, the Florida Departn
of Community Affairs issued its final determinatitimat the amendments to the Levy County CompreherBlan are in compliance with land
regulations.

In 2008, PEF submitted filings for two key stat@magvals. First, on March 11, 2008, PEF filed a tRetifor a Determination of Need for Levy with
FPSC. The FPSC issued a final order granting BIpEtition for Levy on August 12, 2008. SecondJane 2, 2008, PEF filed its application for
certification with the FDEP. Certification addressgermitting, land use and zoning, and propertgregts and replaces state and local pel
Certification grants approval for the location bétpower plant and its associated facilities sichbadways and electrical transmission lines cag
power to the electrical grid, among others. Ceudifion does not include licenses required by tlderi government. On January 12, 2009, the F
filed a favorable staff analysis report in advarafecertification hearings. The technical proceedirgpncluded on March 12, 2009, and
administrative law judge issued a recommended avderertification on May 15, 2009. The Power PI&iting Board, comprised of the governor
the Cabinet, issued the Levy certification on Augi€ 2009.

On July 30, 2008, PEF filed its COL applicationtwihe NRC for two reactors. PEF also completed suisitted a Limited Work Authorizati
request for Levy concurrent with the COL applicati©n October 6, 2008, the NRC docketed, or acddptereview, the Levy application. Docket
the application does not preclude additional retyufes information as the review proceeds, nor doeglicate whether the NRC will issue the lice!
On February 24, 2009, PEF received the NiR&hedule for review and approval of the COL. {@ir@ petition to intervene in the licensing prodewy
was filed with the NRC within the 6@ay notice period by the Green Party of Floride, fuclear Information and Resource Service andEtt@ogy
Party of Florida. On April 20-21, 2009, the Atonfiafety Licensing Board (ASLB) heard oral argumemtswhether any of the joint interveners’
proposed contentions will be admitted in the LeWyLproceeding. On July 8, 2009, the ASLB issueceeigdon accepting three of the 12 content
submitted. The admitted contentions involved qoestiabout the storage of ldewel radioactive waste, the potential impactslahpconstruction ar
operation on the aquifer and surrounding watersthadgotential impact of salt water drift from ciogl tower operation. PEF’s appeal of the AS£B’
decision was denied and a hearing on the contentiolh be conducted in 2011. Other COL applicardséhreceived similar petitions raising sim
potential contentions. We cannot predict the outeafthis matter.

PEF expects a schedule shift for the commerciatatipen dates of the Levy nuclear units. P&Hiitial schedule anticipated the ability to penf
certain site work pursuant to a Limited Work Autization from the NRC prior to COL receipt. However,2009, the NRC Staff determined 1
certain scheduleritical work that PEF had proposed to perform witthe Limited Work Authorization scope will not kzeithorized until the NR
issues the COL. Consequently, excavation and fdiord@reparation work will be shifted until aftetOC issuance. This factor alone resulted
minimum 20-month schedule shift later than theindlly anticipated 2016 to 2018 timeframe. Addigbschedule shifts aflikely given, among othi
things, the permitting and licensing process, stétElorida and macro-economic conditions, and me¢@SC DSM and energfficiency goals ar
other decisions. Uncertainty regarding access pdaleon reasonable terms could be another faotaffect the Levy schedule. In light of the regaots
schedule shift and other factors, our anticipatguital expenditures for Levy will be significantlyss in the near term than previously planned.rlia
2010, PEF will file its annual nuclear cost-recgviiling with the FPSC, which will reflect our lageplan regarding Levy.

As discussed below, the schedule shift will redilngenear-term capital expenditures for the progext also reduce the ne@rm impact on custom
rates. The schedule shift will also allow more tifoecertainty around federal climate change poligiiich is currently being debated. We believe
continuing, although at a slower pace than initiahticipated, is a reasonable and prudent cour@saearly stage of the project. We still cons
Levy as
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PEF’s preferred baseload generation option, taking @mwount cost, potential carbon regulation, fokel price volatility and the benefits of fi
diversification. Along with the FPS€’annual prudence reviews, we will continue to eat the project on an ongoing basis based onirceriteria
including public, regulatory and political suppoddequate financial costcovery mechanisms; customer rate impacts, prdgsibility an
availability and terms of capital financing.

PEF signed the EPC agreement on December 31, 208\Westinghouse Electric Company LLC and Ston&V&bster, Inc. for two Westinghot
AP1000 nuclear units to be constructed at Levy.Miian half of the approximate $7.650 billion cantrprice is fixed or firm with agreed ur
escalation factors. The total escalated cost ferttfo generating units was estimated in REpetition for the Determination of Need for Lewy ke
approximately $14 billion. This total cost estim@teludes land, plant components, financing castsistruction, labor, regulatory fees and the it
core for the two units. An additional $3 billion svastimated for the necessary transmission equiparehapproximately 200 miles of transmis:
lines associated with the project. The EPC agreémeludes various incentives, warranties, perfarogaguarantees, liquidated damage provision
parent guarantees designed to incent the contraxtperform efficiently. For termination withoutwse, the EPC agreement contains exit provi:
with termination fees, which may be significantattivary based on the termination circumstancesaWiieipate amending the EPC agreement d
the schedule shift previously discussed but capreict the impact such amendment might have oprthiect’s cost, if any.

Florida regulations allow investawned utilities such as PEF to recover prudenttyired site selection costs, preconstruction caststhe carryin
cost on construction cost balance of a nuclear ppeat prior to commercial operation. The costs@covered on an annual basis through the C
Such amounts will not be included in a utility’segdase when the plant is placed in commercialatjper. The nuclear cosecovery rule also has
provision to recover costs should the project kendbned after the utility receives a final ordearging a Determination of Need. These costs in
any unrecovered construction work in progressatithe of abandonment and any other prudent arsbneble exit costs. In addition, the rule reqt
the FPSC to conduct an annual prudence review @fréasonableness and prudence of all such cosisdimg construction costs, and s
determination shall not be subject to later revewept upon a finding of fraud, intentional misesg@ntation or the intentional withholding of
information by the utility.

In 2008, PEF sought and received approval fromn-P8C to recover Levy preconstruction and carrytmgyges of $357 million as well as site selec
costs of $38 million through the 2009 CCRC. In 20BEF received approval to defer until 2010 thevecy of $198 million of these costs (See !
7C). On October 16, 2009, the FPSC approved theveeg of $201 million of preconstruction costs,rgarg costs and incremental O&M incurrec
anticipated to be incurred during 2009 and theqmteid 2010 costs associated with Levy as parteofdtal $207 million FPS@pproved recovery
nuclear costs through the 2010 CCRC (See Note 7C).

At December 31, 2009, PEF’s unrecovered investrimelnevy totaled $404 million, of which $358 milliaa recoverable in retail rates through the
Florida nuclear cost-recovery rules, including $29ion of construction work in progress, of whi&274 million was reflected as a regulatory asset
pursuant to accelerated regulatory recovery ofearatosts and $22 million was reflected as a dedeftrel regulatory asset. The remaining $46 million
is apportioned to PEF’s wholesale jurisdiction amld be recovered through PEF’s wholesale ratésey is deferred or cancelled, PEF may incur
additional contract suspension, termination anekitrcosts that would increase its unrecoveredstient. The magnitude of these contract
suspension, termination and exit costs cannot texrmdeed at this time.

PEC's jurisdictions also have laws encouraging eaicbaseload generation. South Carolina law inslymtevisions for costecovery mechanisr
associated with nuclear baseload generation. Noatiolina law authorizes the NCUC to allow annualdance reviews of baseload generating |
construction costs and inclusion of constructiormkaio progress in rate base with corresponding adjastment in a general rate case while a bas
generating plant is under construction (See “Olfiatters — Regulatory Environment”).
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SPENT NUCLEAR FUEL MATTERS

Under federal law, the DOE is responsible for thlection and construction of a facility for the pamnent disposal of spent nuclear fuel and héyle!
radioactive waste. We have a contract with the O&@Ehe future storage and disposal of our spewteau fuel. Delays have occurred in the DOFE’
proposed permanent repository to be located at & ountain, Nev. The Obama administration has detexd that Yucca Mountain, Nev., is nc
workable option for a nuclear waste repository aiiltl discontinue its program to construct a repositat this site in 2010. The administration -
continue to explore alternatives. Debate surroumdimy new strategy likely will address centralizetgrim storage, permanent storage at multiples
and/or spent nuclear fuel reprocessing. We camealigt the outcome of this matter.

The NRC has proposed revisions to its waste confiedindings that would remove the provisions statthat the NRG confidence in was
management, underlying the licensing of reactardased in part on a permanent repository beirgparation by 2025. Instead, the NRC states
repository capacity will be available within 5080 years beyond the licensed operation of all cractind that used fuel generated in any reactu
be safely stored on site without significant ennireental impact for at least 60 years beyond tren$ed operation of the reactor. We cannot prelu
outcome of this matter.

On September 15, 2009, the NRC proposed licengiggirements for storage of spent nuclear fuel, whvould clarify the term limits for speci
licenses for independent spent fuel storage irdtatis and for certificates of compliance for speutlear fuel storage casks. The agency pro
would formalize the site-by-site exemption the NR&S used for renewal applications requesting niane the current 2@ear duration. The initial al
renewal terms of a specific installation licenseulddbe effective for a period of up to 40 yearsnigirly, the proposed rule would allow applicarnts
certificates of compliance to request initial ardewal terms of up to 40 years, provided they @anahstrate that all design requirements are s
for the requested term. We cannot predict the ongcof this matter.

With certain modifications and additional approvhisthe NRC, including the installation and/or exgian of onsite dry cask storage facilities
PEC’s Robinson Nuclear Plant (Robinson), Brunsveokl CR3, the Utilitiesspent nuclear fuel storage facilities will be stifint to provide storay
space for spent fuel generated by their respestygtems through the expiration of the operatingniges, including any license renewals, for
nuclear generating units. Harris has sufficientagie capacity in its spent fuel pools through th@ration of its renewed operating license.

See Note 22D for information about the complailgdfiby the Utilities in the United States CourtFafderal Claims against the DOE for its failur
fulfill its contractual obligation to receive spefutel from nuclear plants. Failure to open the Yaiddountain or other facility would leave the D
open to further claims by utilities.

ENVIRONMENTAL MATTERS

We are subject to regulation by various federafesand local authorities in the areas of air dyalivater quality, control of toxic substances
hazardous and solid wastes, and other environmeratiers. We believe that we are in substantialpiamce with those environmental regulati
currently applicable to our business and operatansbelieve we have all necessary permits to atirgiich operations.

HAZARDOUS AND SOLID WASTE MANAGEME

The provisions of the Comprehensive Environmentdpgdnse, Compensation and Liability Act of 198Camgnded (CERCLA), authorize the EP;/
require the cleanup of hazardous waste sites. Sthisite imposes retroactive joint and several lligbiSome states, including North Carolina, St
Carolina and Florida, have similar types of statui®&/e are periodically notified by regulators, irdihg the EPA and various state agencies, o
involvement or potential involvement in sites thay require investigation and/or remediation. Thamespresently several sites with respect to v
we have been notified of our potential liability Hye EPA, the state of North Carolina, the staté&lofida or potentially responsible parties (P
groups. Various organic materials associated vhi¢ghproduction of manufactured gas, generally reteto as coal tar, are regulated under federe
state laws. PEC and PEF are each PRPs at sevarafantured gas plant (MGP) sites. We are also notlyrén the process of assessing potential
and exposures at other sites. These costs arblelfgr regulatory recovery
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through either base rates or costovery clauses (See Notes 7 and 21). Both PEGPEfdevaluate potential claims against other PRESresuranc
carriers and plan to submit claims for cost recpwenere appropriate. The outcome of potential agnbpng claims cannot be predicted. Hazardou:
solid waste management matters are discussedait ielote 21A.

We accrue costs to the extent our liability is @ole and the costs can be reasonably estimateduBedthe extent of environmental impact, alloci
among PRPs for all sites, remediation alternatifwesich could involve either minimal or significaefforts), and concurrence of the regula
authorities have not yet reached the stage wheeasonable estimate of the remediation costs canduke, we cannot determine the total costs
may be incurred in connection with the remediadrall sites at this time. It is probable that ent estimates could change and additional Ic
which could be material, may be incurred in theifet

As discussed in “Other Matters — Regulatory Envinent,” as of January 1, 2010, dams at utility fleBeed power plants, including dams for .
ponds, are subject to the North Carolina Dam Saietys applicable provisions, including state inspectidntil the state agency responsible for
safety inspects each of the affected dams, we tgmedict if additional safetyelated measures will be required. However, thesasdhave bet
subject to periodic third-party inspection in aaczmce with prior applicable requirements.

The EPA and a number of states are consideringiaddi regulatory measures that may affect managemeatment, marketing and disposal of
combustion products, primarily ash, from each ef ttilities’ coalfired plants. Revised or new laws or regulationdarnconsideration may impc
changes in solid waste classifications or groundwgatotection environmental controls. Compliananpland estimated costs to meet the requirel
of new regulations will be determined when any megulations are finalized. We are also evaluativgeffect on groundwater quality from past
current operations, which may result in operatiarfelnges and additional measures under existingat@mns. These issues are also under evalt
by state agencies. Detailed plans and cost essmaliebe determined if these evaluations reveat torrective actions are necessary.

In June 2009, the EPA evaluated information abshtimpoundment dams nationwide and posted a listidgt utility ash impoundment dams that
considered to have “high hazard potential,” inahgdiwo of PEC’s ash impoundment dams. A “high hézaotential’rating is not related to tl
stability of those ash ponds but to the potentialfarm should the impoundment dam fail. As notedva, all of the dams at PECtoal ash poni
have been subject to periodic third-party inspectio September 2009, the EPA rated the 44 “higtatdhpotentialimpoundments, as well as ot
impoundments, from “unsatisfactory” to “satisfagtbbased on their structural integrity and ass@tatocumentation.

Only dams rated as “unsatisfactory” would be com®d to pose an immediate safety threat, but nérkeofacilities received an “unsatisfactory”
rating. In total, six of PEC’s ash pond dams, idahg one “high hazard potential” impoundment, werted as “poor” based on the contract inspegtor’
desire to see additional documentation and theiluations of vegetation management and minor emasiatrol. Inspectors applied the same criter
both active and inactive ash ponds, despite thettiat most of the inactive ash impoundments ngéomold water and do not pose a risk of breac
and spilling. PEC has completed several of themegendations for the active ponds and other recordatems are under way. We are working \
the North Carolina Dam Safety program to evalub&eremaining recommendations. We do not expecgatitin of these issues to have a mat
impact on our results of operations.

AIR QUALITY AND WATER QUALIT

We are, or may ultimately be, subject to variousent and proposed federal, state and local enwismtal compliance laws and regulations, w
likely would result in increased capital expendigsiand O&M expenses. Additionally, Congress is idamgg legislation that would require reducti
in air emissions of NOx, sulfur dioxide (S, CO , and mercury. Some of these proposals establisbnvwitie caps and emission rates ove
extended period of time. This national multipolhtt@approach to air pollution control could involsignificant capital costs that could be materi
our financial position or results of operations.n@ol equipment installed pursuant to the provisiof CAIR, CAVR and mercury regulations, wh
are discussed below, may address some of the isstlesed above. PEC and PEF have been developirigtegrated compliance strategy to mee
requirements of the CAIR, CAVR and mercury regolatisee discussion of the court decisions that ategbthe
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CAIR, the delisting determination and the CAMR lv@loThe CAVR requires the installation of best #falie retrofit technology (BART) on cert:
units. However, the outcome of these matters capagrredicted.

Clean Smokestacks Act

In June 2002, the Clean Smokestacks Act was enactedrth Carolina requiring the state's electriitities to reduce the emissions of NOx and $O

from their North Carolina coal-fired power plantsphases by 2013. PEC currently has approximat@l@05MW of coalfired generation capacity
North Carolina that is affected by the Clean Smtdas Act. On March 31, 2009, PEC filed its annestimate with the NCUC of the total cag
expenditures to meet emission targets under thanCinokestacks Act by the end of 2013, which wpmaimately $1.4 billion at the time of 1
filing. As discussed in “Other Matters — Regulat&myvironment,”"North Carolina enacted a law in July 2009 that ablates the certification proce
for a public utility to construct a new natural gdant as long as the public utility permanentijres the existing coal units at that specific.sitke lav
gives PEC the option to seek certification, corgtaunew natural gas plant and retire existing codls, with resulting reduced emissions, in tira
comply with the Clean Smokestacks AcP013 emission targets. As discussed in Note 7Baober 22, 2009, the NCUC issued an order grg
PEC a certificate of public convenience and netessiconstruct a 950-MW combined cycle natural-fysded electric generating facility at a site
Wayne County, N.C., to replace three cfige generating units at the site that have a éoatbgenerating capacity of approximately 400 M\EC
projects that the generating facility would be émdce by January 2013. On December 1, 2009, PE@ Wiith the NCUC a plan to retire, no later t
December 31, 2017 all of its coi@ed generating facilities in North Carolina thdii not have scrubbers. These facilities total agprately 1,500 MV
at four sites. PEC modified its Clean Smokestackscmpliance plan to remove retrofitting PEC’st8utPlant with emissioneduction technolog
from the plan. Accordingly, PEC filed a revisedimstte with the NCUC totaling $1.1 billion of capitxpenditures to meet the Clean Smokestack
emission targets. We are continuing to evaluateowuardesign, technology, generation and fuel ogtiamcluding retiring some coéited plants the
could change expenditures required to maintain ¢iamge with the Clean Smokestacks Act limits sulbiged)to 2013.

O&M expenses increase with the operation of paluttontrol equipment due to the cost of reagemiditianal personnel and general mainten
associated with the pollution control equipmentCPE allowed to recover the cost of reagents amthiceother costs under its fuel clause; all ¢
O&M expenses are currently recoverable through betes.

Two of PEC’s largest codired generating units (the Roxboro No. 4 and Mawits) impacted by the Clean Smokestacks Act arglyoowned. Ir
2005, PEC entered into an agreement with the mimter to limit their aggregate costs associatet wétpital expenditures to comply with the Cl
Smokestacks Act and recognized a liability relatethis indemnification (See Note 21B).

Clean Air Interstate Rule

The CAIR issued by the EPA on March 10, 2005, nexglithe District of Columbia and 28 states, inahgdNorth Carolina, South Carolina and Flor
to reduce NOx and SQemissions. The CAIR set emission limits to be metwo phases beginning in 2009 and 2015, respégtif@ NOXx anc
beginning in 2010 and 2015, respectively, for sOStates were required to adopt rules implemerttiegCAIR, and the EPA approved the Ni
Carolina CAIR, the South Carolina CAIR and the larCAIR in 2007.

The air quality controls installed to comply wittetrequirements of the NOx State Implementatiom Rlall Rule under Section 110 of the Clean
Act (NOx SIP Call) and Clean Smokestacks Act, all ageplans to replace a portion of PEC’s coaldfigeeneration with gafiteled generation, large
address the CAIR requirements for our North Caeolinits at PEC. PEF met the 2009 phase | requirenienNOx and anticipates meeting the 2
phase | requirements of CAIR for NOx and $@ith a combination of emission reductions generditgdn-service emission control equipment
emission allowances. PEF's CR5 equipment was placedrvice on December 2, 2009, and REER4 equipment is expected to be placed in s¢
in 2010.

On July 11, 2008, the U.S. Court of Appeals for Blistrict of Columbia Circuit (D.C. Court of Appedlissued its decision on multiple challenge
the CAIR, which vacated the CAIR in its entiretyn December 23, 2008, the
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D.C. Court of Appeals remanded the CAIR, withoutating the rule, for the EPA to conduct furthergaedings consistent with the D.C. Cout
Appeals’ prior opinion. This decision leaves the CAIR inegff until such time that it is revised or replacétie EPA informed the D.C. Court
Appeals that development and finalization of aaepment rule could take approximately two yearg dilitcome of this matter cannot be predicted.

Under an agreement with the FDEP, PEF will retings@l River Units No. 1 and 2 coal-fired steanbines (CR1 and CR2) and operate emission
control equipment at CR4 and CR5. CR1 and CR2heiltetired after the second proposed nuclear ubhiay completes its first fuel cycle, which w
anticipated to be around 2020. PEF is requireditisa the FDEP of any developments that will dekeyretirement of CR1 and CR2 beyond the
originally anticipated completion date of the fifigel cycle for Levy Unit 2. Accordingly, PEF hadwsed the FDEP of an expected shift in the Levy
schedule as discussed in “Other Matters — Nucldotential New Construction.” We are currently exading the impacts of the Levy schedule. We
cannot predict the outcome of this matter.

Clean Air Mercury Rule

On March 15, 2005, the EPA finalized two separatierblated rules: the CAMR that set mercury emissiimits to be met in two phases beginnin
2010 and 2018, respectively, and encouraged am@jrade approach to achieving those caps, and didglisile that eliminated any requiremen
pursue a maximum achievable control technology (MA@&pproach for limiting mercury emissions from keéeed power plants. On February 8, 2C
the D.C. Court of Appeals vacated the delistingdetnation and the CAMR. The U.S. Supreme Courtinled to hear an appeal of the D.C. Cou
Appeals’ decision in January 2009. As a result, B subsequently announced that it will develddACT standard consistent with the agerscy’
original listing determination. The three statesvinich the Utilities operate adopted mercury retioles implementing the CAMR and submitted t
state implementation rules to the EPA. The Northo@a mercury rule contains a requirement thatcatilfired units in the state install merci
controls by December 31, 2017, and requires comgdiglan applications to be submitted in 2013. diteome of this matter cannot be predicted.

Clean Air Visibility Rule

On June 15, 2005, the EPA issued the final CAVRe HPA's rule requires states to identify facilities, umihg power plants, built between Auc
1962 and August 1977 with the potential to prodecd@ssions that affect visibility in 156 speciallyopected areas, including national parks
wilderness areas, designated as Class | areaselpadstore visibility in those areas, states mmaquire the identified facilities to install BARD
control their emissions. PEC’s BARAligible units are Asheville Units No. 1 and No.Ryxboro Units No. 1, No. 2 and No. 3, and Suttonit Blo. 3
PEF's BARTeligible units are Anclote Units No. 1 and No. RLand CR2. The reductions associated with BARTrbieg2013. As discussed abo
on December 18, 2008, PEF and the FDEP announcagraement under which PEF will retire CR1 and @R2oal-fired units.

The CAVR included the EPA’s determination that cdiemre with the NOx and SQrequirements of the CAIR could be used by states B&ART

substitute to fulfill BART obligations, but the $ta could require the installation of additional guality controls if they did not achieve reasde
progress in improving visibility. The D.C. Court Appeals’December 23, 2008 decision remanding the CAIR raaiatl its implementation such t
CAIR satisfies BART for SO, and NOx. Should this determination change as théRCiA revised, CAVR compliance eventually may ree
consideration of NOx and SQemissions in addition to particulate matter emissifor BART eligible units. We are assessing the potential ahpl
BART and its implications with respect to our

plans and estimated costs to comply with the CA®R.December 4, 2007, the FDEP finalized a Regibleale implementation rule that goes bey
BART by requiring sources significantly impactingsibility in Class | areas to install additionalntmls by December 31, 2017. However, the F
has not determined the level of additional contRE$~ may need to implement. The outcome of theseermaannot be predicted.
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Compliance Strategy

Both PEC and PEF have been developing an integcateghliance strategy to meet the requirements®fAIR, the CAVR, mercury regulation ¢
related air quality regulations. The air qualityntrols installed to comply with the requirementstiod NOx SIP Call and Clean Smokestacks Ac
well as plans to replace a portion of PEC’s coaefigeneration with gas-fueled generation, resutea reduction of the costs to meet PECAIR
requirements.

PEC has completed installation of controls to nmthet NOx SIP Call requirements. The NOx SIP Calh@ applicable to sources in Flori
Expenditures for the NOx SIP Call included the dosihstall NOx controls under programs by Northr@iaa and South Carolina to comply with
federal eight-hour ozone standard.

The FPSC approved PEFpetition to develop and implement an IntegrateghC Air Compliance Plan to comply with the CAIRAKIR and CAVR
and for recovery of prudently incurred costs neassto achieve this strategy through the ECRC (Bgeussion above regarding the vacating o
CAMR and remanding of the CAIR). PEF’s April 1, 20fling with the FPSC for truep of final 2008 environmental costs included aeevof the
Integrated Clean Air Compliance Plan, which reaonéid the efficacy of the recommended plan and deduan estimated total project cos
approximately $1.2 billion to be spent through 20ttGplan, design, build and install pollution cahtequipment at the Anclote and Crystal R
Plants. As discussed in Note 7C, on August 28, 26@F filed for recovery of costs through the ECR@&d the FPSC approved PERIling or
November 2, 2009. Additional costs may be incuifegollution controls are required in order to cdsnpvith the requirements of the CAVR,
discussed above, or to meet revised complianceresgents of a revised or new implementing rule tfeg CAIR. Subsequent rule interpretatit
increases in the underlying material, labor andprgant costs, equipment availability, or the unetpd acceleration of compliance dates, among
things, could result in significant increases im eatimated costs to comply and acceleration ofesprojects. The outcome of this matter cannc
predicted.

Environmental Compliance Cost Estima

Environmental compliance cost estimates are depegng®on a variety of factors and, as such, arelighcertain and subject to change. Fac
impacting our environmental compliance cost estamanclude new and frequently changing laws andlatigns; the impact of legal decisions
environmental laws and regulations; changes irdéraand for, supply of and costs of labor and malerchanges in the scope and timing of proj
various design, technology and new generation ogti@and projections of fuel sources, prices, akditg and security. Costs to comply w
environmental laws and regulations are eligible fegulatory recovery through either base ratesost+ecovery clauses. The outcome of fu
petitions for recovery cannot be predicted. Oumestes of capital expenditures to comply with eomimental laws and regulations are subje
periodic review and revision and may vary signifitg. We cannot predict the impact that the ERAirther CAIR proceedings will have on
compliance with the CAVR requirements and will édoag to reassess our plans and estimated costsriplg with the CAVR. The timing and extt
of the costs for future projects will depend upiralf compliance strategies.

The following tables contain information about acwurrent estimates of capital expenditures to compith environmental laws and regulatis
described above. Amounts presented in the tabldadx AFUDC.

Progress Energ

Air and Water Quality Estimated Required Environmental Total Estimate Cumulative Spent through Decem
Expenditures (in millions) Estimated Timetab Expenditure 31, 200!
Clean Smokestacks A® 2002- 201z $1,10( $1,05(
In-process CAIR project®) 2005- 201 1,20(¢ 1,06t
CAVR © — 2017 - -
Mercury regulatior() 2006- 2017 — 4

Total air quality 2,30( 2,11¢
Clean Water Act Section 316((® - -

Total air and water qualit $2,30( $2,11¢
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PEC
Air and Water Quality Estimated Required Environmental Total Estimate Cumulative Spent through Decem
Expenditures (in millions) Estimated Timetab Expenditure 31, 200!
Clean Smokestacks A® 2002- 201z $1,10( $1,05(
In-process CAIR project®) 2005- 200¢ - -
CAVR © - 2017 - -
Mercury regulatior(d) 2006- 2017 - 4
Total air quality 1,10( 1,05¢
Clean Water Act Section 316((® - -
Total air and water qualit $1,10( $1,05¢
PEF
Air and Water Quality Estimated Required Environmental Total Estimate Cumulative Spent through Decem
Expenditures (in millions) Estimated Timetab Expenditure 31, 200!
In-process CAIR projeci®) 2005-201¢ $1,20( $1,06¢
CAVR © - 2017 - -
Mercury regulatior() - -
Total air quality 1,20( 1,06t
Clean Water Act Section 316((®) — —
Total air and water qualit $1,20( $1,06¢

@ PEC is continuing to evaluate various design, teldgy and new generation options that could chaegeenditures required to maint

compliance with the Clean Smokestacks Act limitssaquent to 201:

® PEF is continuing construction of its-process emission control projects. Additional caargle plans for PEC and PEF to meet the requires
of a revised rule will be determined upon finaliaatof the rule. See discussion un“Clean Air Interstate Rul’
© As a result of the decision remanding the CAIR, pbamce plans and costs to meet the requirementheofCAVR are being reassessed.

discussion unde” Clean Air Visibility Rule”

@ Compliance plans to meet the requirements of seelvor new implementing rule will be determined ufioalization of the rule. See discuss

under“Clean Air Mercury Rul¢’

() Compliance plans to meet the requirements of aeevor new implementing rule under Section 316flthe Clean Water Act will be determir

upon finalization of the rule. See discussion ur*Water Quality”

All environmental compliance projects under thstfghase of Clean Smokestacks Act emission redig;tishich included projects at PECAsheville
Lee, Mayo and Roxboro P lants, have been placsérvice. On December 2009, PEC filed with the NCUC a plan to retire atet than Decemb
31, 2017, all of its codired generating facilities in North Carolina thdd not have scrubbers. These facilities total axprately 1,500 MW at fot
sites. Additional projects requiring material evimental compliance costs may be implemented ifiutioee to meet compliance requirements.

To date, expenditures at PEF for CAIR regulatiamprily relate to environmental compliance projeat<CR5 and CR4. The CR5 project was pli
in service on December 2, 2009, and the CR4 prigeetpected to be placed in service in 2010. Aessalt of changes in the scope of work relate
estimation of costs for compliance with the CAIRIahe uncertainty regarding the ERAurther CAIR proceedings, the delisting deterrtioraanc
the CAMR discussed above, PEF is currently unablestimate certain costs of compliance. HoweveF, B&8lieves that future costs to comply v
new or subsequent rule interpretations could beifsignt. Compliance plans and estimated costs eetrthe requirements of new regulations wil

determined when those new regulations are finalized
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North Carolina Attorney General Petition under Sextl126 of the Clean Air A«

In March 2004, the North Carolina attorney genéladl a petition with the EPA, under Section 12@teé Clean Air Act, asking the federal governn
to force fossil fuel-fired power plants in 13 ottgates, including South Carolina, to reduce tN€xx and SO, emissions. The state of North Caro
contends these out-of-state emissions interferle Widrth Carolinas ability to meet National Ambient Air Quality Stéards (NAAQS) for ozone a
particulate matter. In 2006, the EPA issued a fieaponse denying the petition, and the North Gaaadittorney general filed a petition in the [
Court of Appeals seeking a review of the agencyesia. In 2009, the D.C. Court of Appeals remandeel EPAS denial to the agency -
reconsideration. The outcome of the remand proogezinnot be predicted.

National Ambient Air Quality Standart

In 2006, the EPA announced changes to the NAAQ®daticulate matter. The changes in particulateenatandards did not result in designatio
any additional nonattainment areas in PEC’s or BEEtvice territories. Environmental groups andthges filed a joint petition with the D.C. Couf
Appeals arguing that the EPA's particulate matiér does not adequately restrict levels of pariumatter, especially with respect to the annoé
secondary standards. On February 24, 2009, the@n@rt of Appeals remanded the annual and secorsanglards to the EPA for further review
consideration. The outcome of this matter canngiredicted.

In 2008, the EPA revised the 8-hour primary andsdary standards for the NAAQS for groulegtel ozone. Additional nonattainment areas me
designated in PEC’s and PEFRservice territories as a result of these revisaddards. On May 27, 2008, a number of stategrcgmmental groups ai
industry associations filed petitions against #n&sed NAAQS in the D.C. Court of Appeals. The Efefduested the D.C. Court of Appeals to sus
proceedings in the case while the EPA evaluateshehéo maintain, modify or otherwise reconsidex thvised NAAQS. In September 2009, the |
announced that it is reconsidering the level of dzene NAAQS. The EPA originally indicated plansdesignate nonattainment areas for t
standards by March 2010. However, the EPA annoutiwdt will stay those designations until afterieconsideration has been completed.

On January 7, 2010, the EPA announced a proposeésiore to the primary ozone NAAQS. In addition, tB®A proposed a cumulative seas
secondary standard. The EPA plans to finalize ¢hvésions by August 31, 2010, and to designate tanatent areas by August 2011. The prop
revisions are significantly more stringent than terent NAAQS. Should additional nonattainmentagrbe designated in our service territories
may be required to install additional emission calstat some of our facilities. The outcome of thiatter cannot be predicted.

On January 25, 2010, the EPA announced a revisitimetprimary NAAQS for nitrogen dioxide. Since 19When the first NAAQS were promulgat
the standard for nitrogen dioxide has been an dnawerage. The EPA has retained the annual stanaladdadded a new Hour NAAQS. Ir
conjunction with proposing changes to the standduel EPA is also requiring an increase in the cayerof the monitoring network, particularly n
roadways where the highest concentrations are &gbée occur due to traffic emissions. The EPA plamdesignate nonattainment areas by Ja
2012. Currently, there are no monitors reportinglation of the new standard in PEC’s or P&Bervice territories, but the expanded monitc
network will provide additional data, which coulekult in additional nonattainment areas. The ougofrthis matter cannot be predicted.

On December 8, 2009, the EPA proposed a new 1HAKQS for sulfur dioxide. The current primary NAAQ® a 24hour average basis and ant
average would be eliminated under the proposed Aulehour standard in the proposed range is a significenease in the stringency of the stan
and it would increase the risk of nonattainmenpeeglly near uncontrolled coéited facilities. Should additional nonattainment¢a@s be designated
our service territories, we may be required toalsidditional emission controls at some of ourilites. The outcome of this matter cannot
predicted.
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New Source Revie

The EPA is conducting an enforcement initiativeatedl to a number of coéifed utility power plants to determine whether obes at those faciliti
were subject to New Source Review requirements ew Nsource Performance Standards under the ClearA&ir We were asked to provi
information to the EPA as part of this initiativadacooperated in supplying the requested informatithe EPA has undertaken civil enforcen
actions against unaffiliated utilities as part bistinitiative. Some of these actions resulteddttiement agreements requiring expenditures bye
unaffiliated utilities, several of which include@ported expenditures in excess of $1.0 billion retrofit of pollution control equipment. The
settlement agreements have generally called foerakipures to be made over extended time periods,same of the unaffiliated utilities may s
recovery of the related costs through rate adjustsner similar mechanisms.

Water Quality

1. General

As a result of the operation of certain pollutioontrol equipment required to comply with the airalijty issues outlined above, new source
wastewater discharge will be generated at certffectad facilities. Integration of these new wasiésvy discharges into the existing wastew
treatment processes is currently ongoing and edult in permitting, construction and treatmenuisgments imposed on the Utilities now and intc
future. The future costs of complying with thesguieements could be material to our or the Utiditieesults of operations or financial position.

On September 15, 2009, the EPA announced thaticbmpleted a multyear study of power plant wastewater dischargescandluded that curre
regulations have not kept pace with changes iretaetric power industry since the regulations wisseied in 1982, including addressing impac
wastewater discharge from operation of air polluttmntrol equipment. As a result, the EPA has anced that it plans to revise the regulations
govern wastewater discharge, which may result graponal changes and additional compliance costise future. The outcome of this matter ca
be predicted.

2. Section 316(b) of the Clean Water Act

Section 316(b) of the Clean Water Act (Section B)Bfequires cooling water intake structures tdestfthe best technology available for minimiz
adverse environmental impacts. The EPA promulgatede implementing Section 316(b) in respect tistexg power plants in July 2004.

A number of states, environmental groups and otbeught judicial review of the July 2004 rule. 180Z, the U.S. Court of Appeals for the Sec
Circuit issued an opinion and order remanding manoyisions of the rule to the EPA, and the EPA susied the rule pending further rulemaking, '
the exception of the requirement that permittedifess must meet any requirements under Sectiod(l3las determined by the permitting author
on a case-byase, best professional judgment basis. Severiépéited petitions for writ of certiorari to tHg.S. Supreme Court. On April 1, 2009,
U.S. Supreme Court issued its opinion holding thatEPA, in selecting the “best technologyrsuant to Section 316(b), does have the authtm
reject technology when its costs are “wholly digmdionate” to the benefits expected. Also, the.l88preme Court held that EPA’s sitpecific
variance procedure (contained in the July 2004) ralas permissible in that the procedure requiredirtg to determine whether costs woulc
“significantly greater thanthe benefits before a variance would be consideksda result of these developments, our plans asdciated estimat
costs to comply with Section 316(b) will netml be reassessed and determined in accordanceamjtievised or new implementing rule after
established by the EPA. Costs of compliance witavised or new implementing rule are expected tbigber, and could be significantly higher, t
estimated costs under the July 2004 rule. Our estihates to comply with the July 2004 rule wer8 86llion to $90 million, including $5 million
$10 million at PEC and $55 million to $80 milliohREF. The outcome of this matter cannot be predict
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OTHER ENVIRONMENTAL MATTERS

Global Climate Change

Growing state, federal and international attentiomlobal climate change may result in the regatatf CO, and other GHGs. As discussed ur

“Other Matters — Regulatory Environmengh June 26, 2009, the U.S. House of Representgiaesed the American Clean Energy and Securit
of 2009. This bill would establish a national camlérade program to reduce GHG emissions as well ast®@nal REPS. The U.S. Senat
considering similar proposals. Final legislationl wepend upon changes made during the legisltiveess to the provisions and the manner in v
key provisions are implemented, including for thgulation of carbon. In addition, the Obama adriai®on has begun the process of regulating ¢
emissions through use of the Clean Air Act. On Apyi2007, the U.S. Supreme Court ruled that th& E&s the authority under the Clean Air Ac
regulate CO, emissions from new automobiles. On December 1592@@ EPA announced that six GHGs (GQ methane, nitrous oxic

hydrofluorocarbons, perfluorocarbons and sulfurdikeoride) pose a threat to public health and weliander the Clean Air Act. A number of par
have filed petitions for review of this finding the D.C. Court of Appeals. The full impact of fiabislation, if enacted, and additional regula
resulting from other federal GHG initiatives canibet determined at this time; however, we anticiphét it could result in significant cost incree
over time for which the Utilities would seek compesding rate recovery. We are preparing for a aadmmstrained future and are actively engagt
helping shape effective policies to address theeiss

As discussed under “Other Matters — Regulatory iemvhent,”in 2008 the state of Florida passed comprehensieegg legislation, which includes
directive that the FDEP develop rules to estabdistap-andrade program to regulate GHG emissions that whelgresented to the legislature
earlier than January 2010. The FDEP is currentlthan process of studying GHG policy options and gbeential economic impacts, but it has
developed a regulation for the consideration ofléggslature. As discussed under “Clean SmokestAcks on July 31, 2009, the governor of Nc
Carolina signed into law a bill that may impact PEClean Smokestacks Act compliance plans. Whagedével study groups have been active ii
three of our jurisdictions, we continue to belighat this issue requires a national policy framéweone that provides certainty and consistency.
balanced solution as discussed in “Other MatteEergy Demand” is a comprehensive plan to meetttigipated demand in the Utilitieservice
territories and provides a solid basis for slowamyl reducing CQ emissions by focusing on energy efficiency, altdueaenergy and state-of-traat

power generation.

There are ongoing efforts to reach a new internaticlimate change treaty to succeed the Kyotooeodt The Kyoto Protocol was adopted in 199
the United Nations to address global climate changesducing emissions of Cand other GHGs. Although the treaty went into dffat Februar

16, 2005, the United States has not adopted iDdoember 2009, the United Nations Framework Conwerin Climate Change convened thetl5
Conference of the Parties to conduct further nagotis on GHG emissions reductions. At the conolusif the conference, a number of the pal
including the United States, entered into a nonibimpdaccord calling upon the parties to submit efmisseduction targets for 2020 to the Un
Nations Framework Convention on Climate Changee&arat by the end of January 2010. On Januar2@B), President Obama submitted a proy
to reduce the U.S. GHG emissions in the range gfet@ent below 2005 levels by 2020, subject toruongressional action.

Reductions in CQ emissions to the levels specified by the Kyoto &tol, potential new international treaties or feder state proposals could

materially adverse to our financial position orules of operations if associated costs of contrdimitation cannot be recovered from ratepayets
cost impact of legislation or regulation to addrgksbal climate change would depend on the spelgfjcslation or regulation enacted and cannc
determined at this time.

Prior to 2009, the EPA received waiver requestsifeonumber of states to allow those states tataetiards for CQemissions from new vehicles. 1

EPA denied those requests. On January 26, 2009hhena administratiorequested the EPA to review those denials of waeguests. On June .
2009, the EPA granted Californgaivaiver request, enabling the state to enforc€H& emissions standards for new motor vehicleginming witt
the current model year. Additional states may eilar standards as a result of the decision. Tingeict of this development cannot be predicted.
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On September 22, 2009, the EPA issued the final @H@&sions reporting rule, which establishes sonatiprotocol for the reporting of annual G
emissions. Facilities that emit greater than 25 @@@ric tons per year of GHGs must report emissimnMarch 31 of each year beginning in 2011
year 2010 emissions. Because the rule builds orercuemissiomreporting requirements, compliance with the requeats is not expected to hav
material impact on the Utilities.

SYNTHETIC FUELS TAX CREDITS

Historically, we had substantial operations asgediavith the production of codlased solid synthetic fuels as defined under Se@®of the Intern:
Revenue Code (the Code) (Section 29) and as redeeitjeffective 2006 as Section 45K of the Codet{@e45K) as discussed below. The produc
and sale of these products qualified for federabine tax credits so long as certain requiremente watisfied. Qualifying synthetic fuels facilit
entitled their owners to federal income tax crebiésed on the barrel of oil equivalent of the sgtithfuels produced and sold by these plants.
synthetic fuels tax credit program expired at tinel @ 2007, and the synthetic fuels businesses wbamdoned and reclassified to discontit
operations.

Legislation enacted in 2005 redesignated the Se@@otax credit as a general business credit uBdetion 45K of the Code effective January 1, 2
The previous amount of Section 29 tax credits thatwere allowed to claim in any calendar year tgtoecember 31, 2005, was limited by
amount of our regular federal income tax liabili8ection 29 tax credit amounts allowed but notzagil are carried forward indefinitely as defe
alternative minimum tax credits. The redesignatidrSection 29 tax credits as a Section 45K genlauginess credit removed the regular fec
income tax liability limit on synthetic fuels prochion and subjects the credits to a one-year dzck period and a 20-year carry forward period.
Total Section 29/45K credits generated under thahgfic fuels tax credit program (including thosengrated by Florida Progress prior to
acquisition) were $1.891 billion, of which $1.178libn has been used through December 31, 2009ffs®t regular federal income tax liability ¢
$712 million is being carried forward as deferrad tredits.

See Note 22D and Item 1A, “Risk Factors,” for aiaial discussion related to our previous synthietids operations.

LEGAL

We are subject to federal, state and local legislaand court orders. The specific issues, theustaf the issues, accruals associated with
resolutions and our associated exposures are disturs detail in Note 22D.

NEW ACCOUNTING STANDARDS

See Note 2 for a discussion of the impact of nespanting standards.
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PEC

The information required by this item is incorpedherein by reference to the following portions?obgress Energg’MD&A of Financial Conditio
and Results of Operations, insofar as they relat®EC: “Results of Operations,” “Application of Geal Accounting Policies and Estimates,”
“Liquidity and Capital Resources” and “Other Mastér

The following MD&A and the information incorporatdterein by reference contain forwdmbking statements that involve estimates, propad
goals, forecasts, assumptions, risks and uncegsititat could cause actual results or outcomdgfer materially from those expressed in the fomva
looking statements. Please review “Safe HarboFfoward-Looking Statements” and Item 1A, “Risk Feast” for a discussion of the factors that r
impact any such forward-looking statements madeiher

LIQUIDITY AND CAPITAL RESOURCES

OVERVIEW

PEC has primarily used a combination of debt séesricommercial paper and its revolving crediteagnent for liquidity needs in excess of ¢
provided by operations. PEC also participates énutility money pool, which allows PEC and PEFdnd and borrow to and from each other.

See discussion of PEC’s credit ratings in Progegsrgy “Credit Rating Matters.”

PEC expects to have sufficient resources to meefuilure obligations through a combination of intdly generated funds, commercial pe
borrowings, money pool borrowings, its credit fagjllong-term debt, preferred stock and/or conttibns of equity from the Parent.

CASH FLOW DISCUSSION
HISTORICAL FOR 2009 AS COMPARED TO 2008 AND 2008 @& PARED TO 200

Cash Flows from Operations

In 2009, net cash provided by operating activitreseased when compared to 2008. The $222 millenease in operating cash flow was primi
due to a $258 million increase in the recoveryefeded fuel costs due to higher fuel rates in 2883 million in lower net income tax payments a
$63 million decrease in inventory purchases primahiven by lower coal prices. These impacts weaetially offset by $163 million of pension &
other benefits contributions made in 2009.

In 2008, net cash provided by operating activiteseased when compared to 2007. The $43 millicre@mse in operating cash flow was primarily
to a $79 million increase in cash receipts fromrehsale customer due to the expiration of a presy agreement; income tax impacts including
million in lower income tax payments; a $57 millimtrease from accounts payable and payablesitia&f$, largely driven by the timing of payme!
a $45 million increase from timing of customer eotions; and a $32 million increase from net irgepayments. These impacts were partially ¢
by a $119 million decrease in the recovery of fugsts, largely driven by an undexeovery of fuels costs in 2008, and a $109 milliocrease i
inventory purchases, primarily coal, driven by td@gprices.

Investing Activitie:

In 2009, net cash used by investing activitieseased $121 million when compared with 2008. Theemee was primarily due to a $94 mill
increase in advances to affiliated companies at@amillion increase in gross property additiorastially offset by a $57 million decrease in nuc
fuel additions. Property additions are primarily formal construction activity and ongoing capéapenditures related to environmental complii
programs.

In 2008, net cash used by investing activitieseased $150 million when compared with 2007. Theemee was primarily due to a $79 mill
increase from changes in advances to affiliatedpzones and a $75 million decrease
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in net proceeds from available-for-sale securiied other investments. Available-feale securities and other investments include nteokes dek
securities and investments held in nuclear decosiatigg trusts.

Financing Activities

Net cash used by financing activities increased iiflfon for 2009 when compared to 2008. The insee@ net cash used by financing activities
primarily due to the $200 million in dividends paathe Parent in 2009, the $110 million net repaghof commercial paper in 2009, the $110 mil
issuance of commercial paper in 2008 and the $lllmincrease in the payment at maturity of lolegm debt in 2009 compared to 2008. T!
impacts were partially offset by a $273 million riease in the proceeds from the issuance of teng-debt in 2009 compared to 2008, as well a
$154 million repayment of advances from affiliate2008.

Net cash used by financing activities decrease® $iiflion for 2008 when compared to 2007. The daseein net cash used by financing activities
primarily due to $322 million in net proceeds frahe issuance of lonterm debt in 2008, $143 million in dividends paidthe Parent in 2007, a
outstanding commercial paper issuances of $110omjlbffset by a $308 million change in advancesrfraffiliated companies and a $100 mill
increase in the retirement of long-term debt.

On January 15, 2009, PEC issued $600 million oftAifortgage Bonds, 5.30% Series due 2019. A pouiibthe proceeds was used to repay
maturity of PEC’s $400 million 5.95% Senior Notesie March 1, 2009. The remaining proceeds were tesegpay PEG outstanding money pc
balance and for general corporate purposes.

On June 18, 2009, PEC entered into a Seveatenth Supplemental Indenture to its MortgagelZeed of Trust, dated May 1, 1940, as suppleme
in connection with certain amendments to the mgegdhe amendments are set forth in the Sevemignth Supplemental Indenture and incluc
amendment to extend the maturity date of the mgedey 100 years. The maturity date of the mortgagew May 1, 2140.

On March 12, 2008, PEC amended its RCA with a satitin of financial institutions to extend the témation date by one year. The extension
effective on March 28, 2008. PEC’s RCA is now sclted to expire on June 28, 2011.

On March 13, 2008, PEC issued $325 million of Hilstrtgage Bonds, 6.30% Series due 2038. The preceece used to repay the maturity of PEC’
$300 million 6.65% Mediunerm Notes, Series D, due April 1, 2008, and timaiader was placed in temporary investments foeg@rcorporate u:
as needed.

On November 18, 2008, PEC; the Parent, as akmelvn seasoned issuer; and PEF filed a combindél relgéstration statement with the SEC, wt
became effective upon filing with the SEC. The s&gition statement is effective for three years doels not limit the amount or number of vari
securities that can be issued. (See “Credit Fsland Registration Statements.”)

On August 15, 2007, due to extreme volatility ie tommercial paper market, PEC borrowed $300 milliader its $450 million RCA and paid
maturity $200 million of its 6.80% First Mortgageids. On September 17, 2007, PEC used $150 mdfi@vailable cash on hand to repay a po
of the amount borrowed under the RCA. On OctobeR007, PEC repaid the remaining $150 million sfRICA loan using available cash on hand.

FUTURE LIQUIDITY AND CAPITAL RESOURCES

PEC's estimated capital requirements for 2010, 20112812 are approximately $1.5 billion to $1.6 bifljgb1.6 billion and $1.4 billion, respective
and primarily reflect construction expendituresstgpport customer growth, add regulated generatimhuggrade existing facilities as discusse
Progress Energy “Capital Expenditures.”

PEC expects to fund its capital requirements piiljndinrough a combination of internally generatechds, longterm debt, preferred stock anc
contributions of equity from the Parent. In additi®EC has a $450 million credit facility that sopp the issuance of commercial paper. Accesse
commercial paper market and the utility money gwolide additional liquidity to help meet PEC’s \Wimg capital requirements.

Over the long term, meeting the anticipated loaawgin will require a balanced approach, includingrgy conservation and efficiency progra
development and deployment of new energy technedpgind new
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generation, transmission and distributfacilities, potentially including new baseload get®n facilities in the Carolinas toward the erfdte nex
decade. This approach will require PEC to make ifsigimt capital investments. See Progress Energyrdtuction — Strategyfor additiona
information. PEC may pursue joint ventures or samarrangements with third parties in order to steyme of the financing and operational 1
associated with new baseload generation.

PEC has on file with the SEC a shelf registrati@tesnent under which it may issue an unlimited neinds amount of various lonigrm debt securitit
and preferred stock.

CAPITALIZATION RATIOS

The following table shows PEC's capitalization @atat December 31.:

200¢ 200¢
Common stock equit 55.2% 53.8%
Preferred stoc 0.7% 0.8%
Total debi 44.1% 45.4%

See the discussion of PECfuture liquidity and capital resources, includfirancial market impacts, under Progress Energlysae Note 11 for furth
information regarding PEC’s debt and credit fagilit

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATI ONS

See discussion under Progress Energy, “Contra@bbigations” below, and Notes 22A, 22B and 22C ifdormation on PEC’s ofbalance she
arrangements and contractual obligations at DeceB8the2009.

GUARANTEES
See discussion under Progress Energy and Note®2Cdiscussion of PEC’s guarantees.
MARKET RISK AND DERIVATIVES

Under its risk management policy, PEC may use &twaof instruments, including swaps, options andvird contracts, to manage exposur
fluctuations in commodity prices and interest rateése Note 17 and Item 7A, “Quantitative and Qatlie Disclosures About Market Riskir a
discussion of market risk and derivatives.

CONTRACTUAL OBLIGATIONS

PEC is party to numerous contracts and arrangemaiigating it to make cash payments in future gedrhese contracts include finan
arrangements such as debt agreements and leasgsll @as contracts for the purchase of goods amdcsss. In most cases, these contracts ca
provisions for price adjustments, minimum purchésels and other financial commitments. The comraeitmamounts in the following table

estimates and therefore will likely differ from aat purchase amounts. Further disclosure regaf@diE@’s contractual obligations is included in
respective notes to the PEC Consolidated Finastatements. PEC takes into consideration the fudanemitments when assessing its liquidity
future financing needs.
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The following table reflects PE€'contractual cash obligations and other commecciamitments at December 31, 2009, in the respegt@riods i
which they are due:

Less than More than'!

(in millions) Total yeal 1-3 year: 3-5 year: year:
Long-term debt@ (See Note 11 $ 3,71t $ 6 $ 50C $ 40C $ 2,80¢
Interest payments on lo-term debi® 2,041 18C 361 27¢ 1,22¢
Capital lease obligations (See Note 2: 16 2 4 10 -
Operating lease© (See Note 22B 80C 25 41 96 63€
Fuel and purchased pow® (See Note 22A 9,82: 1,44¢ 2,37¢ 1,94¢ 4,05¢
Other purchase obligations (See Note 2 63C 381 213 30 6
Minimum pension funding requiremer® 575 55 25¢ 164 99
Other postretirement benef® (See Note 16A 20C 15 34 39 112
Uncertain tax position©@ (See Note 14 - - - - -
Other commitment® 10% 13 26 26 40
Total $ 17,90 $ 212: $ 3,808 $ 298¢ $ 8,98

PEC’s maturing debt obligations are generally expetdduk repaid with cash from operations or refinaneéh new debt issuances in the ca|
markets.

Interest payments on lo-term debt are based on the interest rate effeatiBecember 31, 200

Amounts include certain related executory cost ciments.

Fuel and purchased power commitments represemh#jarity of PECS remaining future commitments after its debt datligns. Essentially all -
PEC'’s fuel and certain purchased power costs a@veeed through cosecovery clauses in accordance with state and ddegulations ar
therefore do not require separate liquidity supg

Represents the projected minimum required confobatto the qualified pension trusts for a totall@fyears. These amounts are subject to ct
significantly based on factors such as pension @ssaings and market interest ra

Represents projected benefit payments for a tdtdDoyears related to PFs postretirement health and life plans. These atsoare subject
change based on factors such as experienced daidhgeneral health care cost trer

Uncertain tax positions of $59 million are not eeflied in this table as PEC cannot predict when opeome tax years will be closed w
completed examinations. It is reasonably possiide the total amounts of PECuUnrecognized tax benefits will decrease by ugpiroximatel
$10 million during the 1-month period ending December 31, 2010, due to eggdesettlement:

By NCUC order, in 2008, PEC began transitioning tNoCarolina jurisdictional amounts currently retninternally to its extern
decommissioning funds. The transition of the omdii131 million must be complete by December 31172(Gand at least 10 percent mus
transitioned each yee
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PEF

The information required by this item is incorpedherein by reference to the following portions?obgress Energg’MD&A of Financial Conditio
and Results of Operations, insofar as they relat®EF: “Results of Operations,” “Application of @cal Accounting Policies and Estimates,”
“Liquidity and Capital Resources” and “Other Mastér

The following MD&A and the information incorporatdterein by reference contain forwdmbking statements that involve estimates, propad
goals, forecasts, assumptions, risks and uncegsititat could cause actual results or outcomdgfer materially from those expressed in the fomva
looking statements. Please review “Safe HarboFfoward-Looking Statements” and Item 1A, “Risk Feast” for a discussion of the factors that r
impact any such forward-looking statements madeiher

LIQUIDITY AND CAPITAL RESOURCES

OVERVIEW

PEF has primarily used a combination of debt séesriequity contributions from the Parent, comnzdngaper and its revolving credit agreemen
liquidity needs in excess of cash provided by ofi@ma. PEF also participates in the utility moneyolp which allows PEC and PEF to lend
borrow to and from each other.

See discussion of PEF’s credit ratings in Progigsrgy “Credit Rating Matters.”

PEF expects to have sufficient resources to meefuiiure obligations through a combination of intdly generated funds, commercial pe
borrowings, money pool borrowings, its credit fagjllong-term debt, preferred stock and/or conttibns of equity from the Parent.

CASH FLOW DISCUSSION
HISTORICAL FOR 2009 AS COMPARED TO 2008 AND 2008 @BPARED TO 200

Cash Flows from Operations

Net cash provided by operating activities for 2008reased when compared with 2008. The $1.086ohillncrease in operating cash flow !
primarily due to a $365 million increase in the aeery of deferred fuel costs due to higher fueksata $323 million payment made in 200
counterparties for collateral associated with deiire contracts and $190 million net refunds ofhcesllateral in 2009. See discussion of PEftie
cost recovery in Progress Energy “Future Liquidityd Capital ResourcesThe change in derivative collateral assets was guilyndriven by th
relative fair values of our commodity derivativesiruments (See Note 17A).

Net cash provided by operating activities for 2d@8reased when compared with 2007. The $748 millemrease in operating cash flow was prim
due to a $331 million decrease in the recoveryuef tosts driven by the undezeovery of higher fuels costs in 2008; $323 millaf cash collater
paid to counterparties on derivative contractsdA®compared to $47 million in net refunds of ceshiateral in 2007; and an $87 million increas
inventory purchases, primarily driven by coal prinereases and an increase in emission allowangeshases. See discussion of PERiel cos
recovery in Progress Energy “Future Liquidity anaip@al Resources.The change in derivative collateral assets was ailyndriven by the relativ
fair values of our commodity derivative instrume(gge Note 17A).

Investing Activitie:

In 2009, net cash used by investing activitieseased $89 million when compared with 2008. Theeiase in cash used by investing activities
primarily due to a $149 million decrease in settets of advances to affiliates and a $35 milliccréase in nuclear fuel additions, partially offisgte
$103 million decrease in property additions. Therease in property additions was driven by deceeasenvironmental compliance spending
completion of the Bartow Plant repowering projeettially offset by an increase in expendituresrfoclear projects.
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In 2008, net cash used by investing activitieseased $37 million when compared with 2007. Theeiase in cash used by investing activities
primarily due to a $338 million increase in capeapenditures for utility property additions, palty offset by a $298 million decrease from chanig
advances to affiliated companies. The increasejital expenditures for utility property additionsas primarily driven by a $360 million increast
environmental compliance expenditures and a $10#mincrease in nuclear project expenditurestiply offset by a $65 million decrease relate
repowering the Bartow Plant to more efficient natugasburning technology and a $52 million decrease eelab the Hines 4 facility, which w
placed in service in 2007.

Financing Activities

Net cash provided by financing activities decrea$865 million for 2009 when compared to 2008. Theerdase in cash provided by financ
activities was primarily due to PEF’s $1.475 bitlim net proceeds from issuance of Idegn debt in 2008, outstanding commercial papeisses ¢
$371 million in 2008, and repayment of commerciapg@r outstanding of $371 million in 2009, partiatiffset by receipts of $620 million
contributions from the Parent in 2009 and $532iarillong-term debt retirements in 2008.

Net cash provided by financing activities increa$@81 million for 2008 when compared to 2007. Tieréase in cash provided by financing activ
was primarily due to PEF’s $1.475 billion in nebpeeds from issuance of loterm debt and outstanding commercial paper isssaoic®371 millior
in 2008, partially offset by $739 million in netqmeeds from the issuance of $750 million of Idegn debt in 2007 and a $443 million increas
long-term debt retirements.

In 2009, PEF did not issue or retire long-term debt

On February 1, 2008, PEF paid at maturity $80 orillof its 6.875% First Mortgage Bonds with avaiklglash on hand and commercial p
borrowings.

On March 12, 2008, PEF amended its RCA with a syatitin of financial institutions to extend the témation date by one year. The extension
effective on March 28, 2008. PEF's RCA is now schied to expire on March 28, 2011.

On June 18, 2008, PEF issued $500 million of Mitsttgage Bonds, 5.65% Series due 2018 and $1.0dnbof First Mortgage Bonds, 6.40% Se!
due 2038. A portion of the proceeds was used tayré}EFS utility money pool borrowings and the remaininggeeds were placed in tempol
investments for general corporate use as neededuQust 14, 2008, PEF redeemed the entire outsigr®#50 million principal amount of its Set
A Floating Rate Notes due November 14, 2008, atdeél@ent of par plus accrued interest. The redemptias funded with a portion of the proce
from the June 18, 2008 debt issuance.

On November 18, 2008, PEF; the Parent, as akmelvn seasoned issuer; and PEC filed a combindé relgéstration statement with the SEC, wt
became effective upon filing with the SEC. The s&gition statement is effective for three years doels not limit the amount or number of vari
securities that can be issued. (See “Credit Fasland Registration Statements.”)

On July 2, 2007, PEF paid at maturity $85 millidrite 6.81% MediumFerm Notes with available cash on hand and commlepeiper borrowings. C
September 18, 2007, PEF issued $500 million of Miartgage Bonds, 6.35% Series due 2037 and $28@mof First Mortgage Bonds, 5.80% Sel
due 2017. The proceeds were used to repay Pi#Hity money pool borrowings and the remaindersvplaced in temporary investments for gel
corporate use as needed.

FUTURE LIQUIDITY AND CAPITAL RESOURCES

PEF’s estimated capital requirements for 2010, 201121® are approximately $0.9 billion to $1.0 bifligh0.9 billion and $0.7 billion, respective
and primarily reflect construction expenditurestpport customer growth, add regulated generatipgrade existing facilities and add environme
control facilities as discussed in Progress Enégeppital Expenditures.” PEE’estimated capital requirements include potentiglear constructic
expenditures for Levy. Forecasted potential nucbesustruction expenditures are dependent uponraaydvary significantly based upon, the deci
to build, regulatory approval schedules, timing asdalation of project costs,
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and the percentages of joint ownership. Becausmtifipated schedule shifts, we anticipate amentliegePC agreement (See discussion in Prc
Energy “Other Matters — Nuclear — Potential New §€arction”), and the forecasted capital expenditures reflectathticipated impact of su
amendment. If Levy is deferred or cancelled, PEFy fimgur contract suspension, termination and/ot egsts. The magnitude of these con
suspension, termination and exit costs cannot lErméed at this time, and, accordingly, are notuded in forecasted capital expenditures. Potk
nuclear construction expenditures are subject tst+&movery provisions in the Utilities' respectiverigdictions. Forecasted potential nuc
construction expenditures for 2010, 2011 and 2@tlde approximately $70 million, $30 million an@million, respectively, of preconstruct
expenditures, which are eligible for recovery unélerida’s nuclear cost-recovery rule.

PEF expects to fund its capital requirements piilpndhrough a combination of internally generatechds, longterm debt, preferred stock anc
contributions of equity from the Parent. In additi®EF has a $450 million credit facility that sagp the issuance of commercial paper. Accesse
commercial paper market and the utility money gwolide additional liquidity to help meet PEF’s g capital requirements.

At December 31, 2009, the current portion of PH&s-term debt was $300 million, which we expecfuiod with long-term debt issued in 2010.
Over the long term, meeting the anticipated loaawgin will require a balanced approach, includingrgy conservation and efficiency progra
development and deployment of new energy technedpgind new generation, transmission and distabutacilities, potentially including ne
baseload generation facilities in Florida. This raggh will require PEF to make significant capimlestments. PEF may pursue joint venture
similar arrangements with third parties in ordeshare some of the financing and operational @siseciated with new baseload generation.

PEF has on file with the SEC a shelf registrati@atesnent under which it may issue an unlimited neinds amount of various longrm debt securitit
and preferred stock.

CAPITALIZATION RATIOS

The following table shows PEF’s capitalization eatat December 31:

200¢ 200¢
Common stock equit 49.1% 41.1%
Preferred stoc 0.4% 0.4%
Total debi 50.5% 58.5%

See the discussion of PERuture liquidity and capital resources, includfirgancial market impacts, under Progress Energlysme Note 11 for furth
information regarding PEF’s debt and credit fagilit

OFE-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATI ONS

See discussion under Progress Energy and Notes 22B,and 22C for information on PEF’'s dfflance sheet arrangements and contre
obligations at December 31, 2009.

MARKET RISK AND DERIVATIVES

Under its risk management policy, PEF may use &taof instruments, including swaps, options andvard contracts, to manage exposutr
fluctuations in commodity prices and interest rateése Note 17 and Item 7A, “Quantitative and Qatlie Disclosures About Market Riskir a
discussion of market risk and derivatives.
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